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Mr. Gary. The subcommittee will come to order. 

Gentlemen, we are today commencing the hearings of the Sub- 
committee on Treasury, Post Office, and the U.S. Tax Court on the 
budget requests for fiscal year 1961. 

The chairman of the full committee has requested all subcom- 
mittees to dispatch this work as promptly as possible this year, 
because the leaderships in both parties hope to be able to adjourn the 
Congress some time early in July. We are, therefore, starting this 
morning with the Tax Court of the United States. 

When we conclude this hearing today, we will adjourn until Monday, 
at 2p.m. The Postmaster General will appear before the committee 
at that time and we will start our hearings on the budget requests of 
the Post Office Department. When those hearings are completed, 
we shall then take up the requests of the Treasury Department. 

I think each member of the subcommittee has received a tentative 
schedule of the hearings, and it is our hope to follow that schedule 
as closely as possible. 

The appropriation for the Tax Court for fiscal year 1960 was 
$1,535,000. The budget estimate for 1961 is $1,583,000, which is an 
increase of $48,000 for fiscal year 1961 over fiscal year 1960. 


JUSTIFICATION DATA 


We shall insert at this point in the record the budget tables as well 
as page 12 and pages 18 through 20 of the budget justifications. 
(The matters referred to follow:) 


NARRATIVE STATEMENT ON PROGRAM AND PERFORMANCE 


The Tax Court hears and decides cases involving income-tax deficiencies and 
claims for refunds of excess-profits taxes under the special relief sections of the 
Internal Revenue Code, and cases involving determinations of excessive profits 
on contracts renegotiated by the Federal Government. 

For 1961 the court proposes a trial program of 160 weeks to be held in approxi- 
mately 50 cities. This program should result in closing approximately 6,000 cases. 

The actual and estimated work volume of the court is presented in the follow- 
ing tabulation: 








Actual, | Actual, Esti- Esti- 
1958 1959 Percent !| mated, | Percent!| mated, | Percent ! 
1960 1961 
EE ee ne ae 6, 220 6, 744 8.4 6, 750 0 6, 750 0 
STE ere 144 142 —1.4 142 0 142 0 
| = ee 4, 627 5, 855 26.5 5, 900 .8 6, 000 1.7 
Pending at close of year_-_....-. 12, 403 13, 434 8.3 14, 426 7.4 15, 318 6.2 


























1 Percentage increase (+) or decrease (—) over previous year. 
JUSTIFICATION OF EstTIMATES, FiscaL YEAR 1961 
SUMMARY OF THE REQUIREMENTS OF THE COURT FOR THE BUDGET YEAR 


The estimates for the fiscal year 1961 provide for the salaries of the 16 judges of 
the court, the 5 judges retired under the provisions of section 7447, Internal 
Revenue Code of 1954 (3 of whom continue to perform further full-time judicial 
duties under recall by the chief judge), the personnel included in the immediate 
staffs of these judges, and the administrative and operational personnel of the 
court. Also included in these estimates is a provision for the net payment to two 
additional judges eligible for retirement at full retired pay on June 30, 1960, and 
the funds for necessary travel and records shipments, mailing expenses, printing 
and reproduction services, stenographic reporting, supplies and materials, equip- 
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ment, the court’s share of the contribution to the civil service retirement fund, the 
pro rata shares of communications and health program services provided through 
agreements with the Treasury Department and the Department of Health, 
Education, and Welfare, the court’s net share of the cost of the Federal a 
Heakth Benefits Act of 1959, and the rental for the courtroom in New York City. 


ANALYSIS OF ADDITIONAL AMOUNTS REQUESTED IN THESE ESTIMATES 


The total budget request for the fiscal year 1961 is $1,583,000 and is an increase 
of $48,000 above the $1,535,000 appropriated in fiscal year 1960. The necessity 
for the increase is to provide $38,500 in retired pay for two additional judges 
eligible for retirement at full retired pay on June 30, 1960, after having completed 
two full terms (24 years) as a judge of the court, and $9,500 as the court’s net share 
of the cost of the Federal Employees Health Benefits Act of 1959. 


SALARIES AND EXPENSES 


Analysis of appropriation base for the fiscal year 1961 


1959 appropriation, including supplement________.-.------------- $1, 521, 500 
lo rey OSUAA0G. | 8 oe ne eden c ce ketagesc anes 1, 535, 000 
1960 appropriation in annual act______-._-_------.------------- 1, 535, 000 
Additional costs: 

Net retired pay, 2 additional judges________-_------- $38, 500 


Net Federal employee health benefits. _______------- 


Net increase over appropriation base for fiscal year 1960___-_- 48, 000 
Total appropriation estimate for fiscal year 1961______-_---- 1, 583, 000 


Comparison of appropriation base of 1960 with appropriation request of 1961 








Activity Fiscal year Additions Fiscal year 
1960 1961 
Administration and adjudication. -.............-...---------- $1, 535, 000 $48, 000 $1, 583, 000 














We are glad to have before us this morning Judge J. Edgar Murdock, 
our old friend, the Chief Judge of the Tax Court of the United States, 
and we shall be very glad to hear from Judge Murdock at this time. 


GENERAL STATEMENT 


Judge Murpock. Thank you, Mr. Gary. 

I have a prepared statement here, of which I think we have enough 
— for all members of the committee, which I shall read, if you so 

esire. 

Mr. Gary. Yes, sir; I wish you would, Judge. 

Judge Murpock. The appropriation requested by the Tax Court 
for salaries and expenses in the fiscal year 1961 is $1,583,000. This 
amount is an increase of $48,000 above the $1,535,000 appropriated in 
1960, and is requested to cover additional expenditures which must 
be met under statutory requirements, net subject to administrative 
determination. 

The additional $48,000 is for these items: 


Net retired pay for 2 additional judges eligible for full retirement on 


HPO ORL ae eae ee ene ae Serres 38, 500 
The court’s share of the cost of the new Federal employee health benefits 
“| Rasp Pee ane ba eerie ene? epee Wek eEne: MRE ewys Fie ret c ee er oase awe 9, 500 
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The trial program scheduled for the fiscal year 1961 provides for 
160 weeks of trial sessions in approximately 50 cities, scattered at 
strategic points over the United States. 

This program is identical in extent with the approved program for 
1960, and is consistent with the anticipated availability of the judges 
and retired judges called for further judicial duties. 

The caseload and trial work of the court remain at a relatively high 
level, but two favorable factors have developed during the first half 
of this fiscal year. The number of cases filed during this period shows 
a substantial reduction in volume and more cases have been closed 
during this period than were closed during a similar period in fiscal year 
1959. If these trends continue for the balance of the current fiscal 
year, the pending caseload on June 30, 1960, will be substantially less 
than the estimate indicated on page 12 of the budget statement. 

These estimates represent a careful evaluation of the court’s needs 
in the fiscal year 1961, and the amount requested is the minimum 
amount considered to be consistent with efficient operation. 

I think, in addition to that, you might be interested in some figures 
here which comfort me a little: 


CASELOAD INCREASE, 1956-59 


From about 1956, our caseload was increasing because more cases 
were coming in than were being closed, and it ran up at the end of 
calendar year 1959 to a total of 13,407. 

Mr. Gary. Are those pending cases, Judge? 

Judge Murpock. Those are cases docketed with the court in 
various stages or conditions. Some of them might have been heard 
but have not been decided, and some of them might have been heard 
but have not been closed. 

Mr. Gary. But they were pending cases, and were on your docket? 


CASELOAD DECREASE, FIRST HALF OF 1960 


Judge Murpock. Yes, sir; they were on our docket and we were 
charged with those cases. 

I had been watching this for a long time and during this last 6-month 
period, our current caseload has been shrinking as compared with the 
caseload for the previous year. In other words, the two were getting 
closer together, which was an encouraging thing because I did not 
want to see it going up forever. 

As of the beginning of this calendar year the pending cases were, 
as I say, 13,407, as compared with 13,314 in the previous year. In 
other words, this increase has tapered off, and it has begun to level 
out. Actually, we are only 93 cases behind now what we were a year 
ago, and I would hope—and I do not see any reason not to be hope- 
ful—that this trend that I described in the prepared statement will 
continue, and our volume will begin to go down. 


SUPREME COURT DECISION THAT MIGHT AFFECT CASELOAD 


Incidentally, I cannot tell what the Supreme Court might do, but 
there is a case pending in the Supreme Court, as you know, which 
might have a very marked effect upon this problem. They have a 
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case in which I think—if I am not mistaken—they granted certiorari. 
It is a case where a taxpayer received a notice of deficiency from the 
Commissioner of Internal Revenue for, let us say, $100,000. These 
figures are purely imaginary —I do not know what they actually are— 
but say it was $100,000. He paid $100, filed a claim for refund, and 
instead of coming to the Tax Court which was created for this very 
purpose of allowing you to litigate before you pay, he went to the 
district court, and brought a suit for refund of this $100, and did not 
pay the other $99,900, but sued only for the minimum amount paid. 

The circuit court held that that was not permissible; that if you 
were going to sue for a refund, you had to pay all of the tax, but the 
Supreme Court now is reconsidering this case on the merits. Should 
it be decided that that suit can be made, it would have a very definite 
effect upon a number of cases that might come into the Tax Court. 
In other words, some of these deficiency cases that the Commissioner 
determines will get into the district courts instead of into the Tax 
Court and, of course, depending upon what volume is involved, it 
might reduce our caseload tremendously and might put an awful 
burden on the district courts. If it does not amount to very much, 
why it will not be very significant, but if it amounts to anything, it 
will reduce our caseload, if that is desirable. I am not too much 
concerned about the caseload because, as I say, it has tapered off now 
and I think, given a little time, it will get down to a figure that no 
one would be too concerned about. 

Mr. Gary. That proceeding to which you refer and which is now 
pending in the Supreme Court was purely a proceeding to transfer 
the case from the Tax Court to the district court; is that not correct? 

Judge Murpock. Yes; without paying a tax. They could even 
sue for a dollar. 

Mr. Gary. At the present time, if you do not want to pay the tax, 
you can litigate the claim in the Tax Court? 

Judge Murpock. That is right; without payment. 

Mr. Gary. Without payment, or you can pay the tax and litigate 
it in the district court? 

Judge Murpock. Yes, sir. 

Mr. Gary. These contestants paid only a nominal amount of tax? 

Judge Murpock. Correct. 

Mr. Gary. And then brought suit in the district court? 

Judge Murpock. That is correct; sued for refund of that nominal 
amount, which would decide the whole issue in the case. They might 
have to pay enough to decide the issues in the case, whatever they 
might be. 

For instance, if they had three issues, I do not see how they could 
possibly pay a dollar because each one of those would amount to more 
than that. I do not see how you could litigate all of them unless 
you paid some substantial amount. 

I want to remind you—I think you do know this—that after you 
have filed your petition in the Tax Court, you can pay the tax if 
you want to and stop the running of interest, and in fact, if you 
should win and get a refund, you would be paid interest. Therefore, 
it is elastic. If you come into the Tax Court, you do not have to pay 
it. You can pay it if you want to, but if you go into the district 
court, under the law as almost everyone had understood it up to this 
instant, or recent case, you had to pay all of the tax in order to sue 
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for a refund. If the Supreme Court holds you need pey only some 
nominal amount, you can sue and get the case decided, and thus get 
the same result in the district court that you could in the Tax Court. 

There have been suggestions, too, that the Tax Court be given 
jurisdiction in refund cases, and the district court be given jurisdiction 
in the deficiency cases, so that taxpayers could have their choice, in 
every instance, of where they would go. Of course, at the present 
time there are, I think, perhaps 12 to 1 or better that come to the 
Tax Court as opposed to going to the district court. 


CASELOAD DECREASE, FIRST HALF OF 1960 


Mr. Gary. Judge, to what do you ascribe this decrease in caseload 
which you have mentioned? 

Judge Murpock. Mr. Gary, it would be purely a guess on my 
part, but I think I suggested last year that one of the reasons why it 
seemed to be increasing was because after the 1954 code became 
effective, the statute of limitations was beginning to run, and a new 
code always would provoke some additional litigation, and that began 
to tell here in these years that have come up to the present time. 
Now I think it is beginning to taper off. Another thing is in the 
picture, and could account for a significant, although not an over- 
whelming number. Somebody got the bright idea that if you were 
going to do something in a corporate way through a corporation, and 
if you could do it through more than one, it would be a substantial 
advantage to you because of the increase in rates of tax as your 
income goes up, and also because each corporation gets a $25,000 
credit, or exemption, for excess profits purposes. 


TAX SAVING BY MULTIPLE INCORPORATION 


To give you an example, we had one just the other day: Some 
builders had acquired a substantial area—I think 250 lots—and they 
had a corporation that bought the lots and arranged for the financing, 
and so forth. They had another corporation which they controlled 
which was going to do the building. Instead of the parent corpora- 
tion going through with this as they had planned, after a start, they 
organized 16 separate corporations from A through P, and each one 
was identified alphabetically beginning with Alpha, Beta, Theta, and 
some other names like that, and they ran down trhough the alphabet. 
The purpose was to save taxes since for excess profit taxes each one 
would get this $25,000 credit, or exemption, and the total income of 
none would run up into the top brackets that it would run into had 
they put it all in one corporation. 

To my knowledge there are some of those that have 70 different 
corporations involved in them, and each one of them files a petition 
with the Tax Court. Actually, when we come to try it, it will only 
be one case, but it does exaggerate these figures, and I am told that 
there may be 1,000 or 1,500 of such cases in this 13,000 figure that 
I gave you. 

We decided that particular case against the taxpayer. What will 
happen when the next one comes along, I will not know until I know 
what the facts are. But, in this particular one we held that since the 
parent purchased the property, arranged for all the finances, con- 
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tracted for the building of the structures, and arranged for loans with 
FHA and so forth, that it was not realistic for them at the point that 
they did to turn this over to these 16 other corporations. We held it 
was all income of this corporation which started all this business. 
What we will do in the next one, I do not know, but that may dis- 
courage some of them; I do not know. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


CASELOAD DECREASE, FIRST HALF OF 1960 


Judge Murpocx. I want to continue with what I was saying. 
I was telling you about why so many cases might not have come in 
during the last 6 months. 

The other side of it is that more cases have been closed, and I think 
the credit for that undoubtedly goes to the Internal Revenue Service. 
They have been able to settle more cases than they did in the previous 
6-month period or corresponding period of the previous fiscal year, or 
calendar year, and the two together have combined to reduce the 
total pending caseload and stop the increase that was occurring, and 
I think changed the trend to downhill. 

Mr. Gary. Almost always, following a recodification of any laws, 
you have numerous questions arise involving interpretations of the 
new language. 

Judge Murpock. That is right. 

Mr. Gary. We had anticipated, after the adoption of the 1954 
revision of the tax laws, that we would have a great many cases aris- 
ing under the new code. 

You think, now, the larger volume of cases that usually follows in 
changes of that kind, has now run its course, and that it is beginning 
to taper off? 

Judge Murvock. It has begun to taper off; that is right. 

Mr. Gary. From now on, barring new changes, you expect a rather 
steady flow? 

Judge Murpock. And it may decline. 

Mr. Gary. You expect a steady flow, and it may even decline below 
the present volume? 

Judge Murpock. Yes; it may even be cut down below five figures 
for us. That will take some time, but I would not be surprised if in 
the next 3 years it might go down below the 10,000, and into four 
figures again. 

CASELOAD PER JUDGE 


Mr. Gary. What does the proposed program of 160 weeks of sched- 
uled trials mean in terms of schedules for individual judges? 

Judge Murpock. Well, the individual judges are assigned calendars 
in that schedule as they are able to handle the volume of cases that 
they pick up on each calendar. 

For instance, if some judge has 43 cases which he has already heard, 
I would be reluctant to assign him another calendar until he got that 
cut down some: whereas, another judge might have 12, and I would 
certainly give him another calendar so that he would not run out of 
work. No one ever runs out of work in the Tax Court. There is 
never a time when any judge is without a case that needs his atten- 
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tion. In other words, they never quite finish the job. They are 
always picking up more if they dispose of those. 

Judges have different abilities to dispose of cases. Some will dis- 
pose of, say, 50—they will have 50 opinions in a year—but will always 
dispose of a few more, no doubt, than that, because it is not unusual 
Cpr 2 or 3 or perhaps 10 or 15 dockets in one case that you get 
rid of. 

On nearly 50 opinions in a year, he could probably take 9 weeks of 
those 160 weeks. 

Another judge who might dispose in a year of only 20, could not 
take more than 1 or 2, and then it depends also on what happens when 
the calendar is called. We put on a calendar for a single week about 
125 hours of estimated trial time. We try to get these estimates at 
the time we set the cases. We send out a notice about 6 months before 
we intend to have a trial calendar, and inquire of counsel what their 
latest and best estimate of trial time is, what they have been able to 
accomplish by way of stipulation, and on that basis we set a calendar, 
and we set about 125 hours a week. 

Of course, there are not 125 hours of trial time in a week. There 
are only 25 or 30, depending upon how late the court might set each 
day, but our experience has shown that when the cases are set for 
trial like that, then the settlement process between counsel for the 
taxpayers and counsel for the Commissioner really becomes effective. 
Before that, there is some activity, but this really brings each one of 
them right up to the starting gate. So, they then settle most of those 
cases. 

However, it is possible that a judge may come back with three cases, 
and that may not amount to very much. It may be that he would 
come back with 19 cases. If he gets 19, that was bad luck, because 
that would be as much as you might expect him to get on 2 or even 
3 calendars. So, if he gets a bad break like that then, of course, I 
may have to make some adjustment in the assignments that I have 
already made, but if he gets two or three, we may be able to give him 
another calendar. 


CASES DECIDED ON A STIPULATION OF FACTS 


Mr. Gary. Are a great many of those cases decided on a stipulation 
of facts? 

Judge Murpock. A small percentage, on fully stipulated facts. I 
think it might be 10 percent. I am guessing, but it might be that. 

Mr. Gary. Is it that small a percentage? 

Judge Murpock. It would not be very much more. 


NEW NOTICE OF DEFICIENCY 


One thing in which vou might be interested, and which is going to 
help us tremendously, I think, is that the Commissioner of Internal 
Revenue has prepared a new notice of deficiency—that is, a new form 
for this notice. I asked him whether he would consult with us, because 
we had some suggestions about it. 

The Commissioner had in this letter, and he still has, a form which 
accompanies the letter which states in effect that if you do not want 
to contest this, please sign the enclosed waiver against immediate 
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assessment and return it. If the taxpayer does that, then of course 
he is not coming to the Tax Court, and the Commissioner assesses 
immediately, stops the interest and makes the collection, and closes 
the case. 

But, in that connection he feels he should tell the taxpayer in some 
way that he has a right to come to the Tax Court. We felt that it 
was proper that he should tell them that they could come to the 
Tax Court, but he should not make it too inviting. He should not 
overdo it. He had a yellow slip of paper which was about this size 
[indicating] which he put in with this notice, and it really was a very 
substantial invitation; not only an invitation, but I think it misled 
a lot of the taxpayers who had no lawyers—people in, say, the lower 
brackets—that perhaps they had some duty to do this; they were 
not running out the string until they had filed something with the 
Tax Court. 

Well, without any knowledge of what they ought to file, they come 
in. If they even write us a letter, we will docket it in order to stop 
the 90-day period which the statute makes jurisdictional. If they 
come within that, they would be in, but if they are late, they are out. 
So, they would file almost anything. 

At the tail end of our Motions Calendar every Wednesday there 
are always 10, 15, and sometimes 20 or more cases in which a taxpayer 
has attempted to file a petition, but either does not want to proceed 
or has not the slightest idea how to proceed, and has no intention of 
getting any lawyer to help him, and we have to send out an order to 
show cause why the proceedings should not be dismissed because of 
failure properly to prosecute. 

Actually, we send a copy of the court’s rules to them so if they 
really want to proceed they will not be at a disadvantage, if they can 
read. But, of course, you cannot file a petition for them because 
they have got to do that themselves. However, the Commissioner 
has agreed that this bothers him too—he has to be down there and 
move to dismiss all these cases, and spend a lot of time with it. 

We suggested that this letter advice could be limited to a statement 
that would not be misleading, and make the people think “ Well, you 
had better do this,’’ but would put it in such form that they know all 
of their rights and they are referred to the clerk of the court for infor- 
mation, if they want it, instead of saying “‘ You can file a petition with 
the Tax Court which is located at such and such a place.” 

It now says, ‘‘If you want further information, you can write the 
clerk of the court and he will send you a copy of the rules.” 

I am hopeful that this will do some good. You would be amazed 
at the number of people who send a $10 filing fee, and then they never 
get any further than that. It may be they do not try to, and do not 
pay any attention to the notices we send, and it is too bad that they 
lose their $10, because they do not accomplish anything. 

I believe that the change in the notice, which the Commissioner 
still feels is fair, will be helpful—he was right apprehensive that Con- 
gress might think he sends out a notice which does not give the tax- 
payer fair warning of what his rights are before he gets this waiver 
against assessment and collection. I feel that they worked out a 
statement that would be fair, and at the same time not too inviting or 
even misleading, and I think that will help us. 
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UNLIQUIDATED BALANCE AT END OF FISCAL YEAR 


Mr. Gary. What comprises the unliquidated balance carried over 
at the end of the fiscal year? 

Judge Murpock. I think Mr. Keeter could probably answer that 
question. 

Mr. Keerer. You have reference to the unliquidated balance, Mr. 
Chairman? 

Mr. Gary. Yes, sir. 

Mr. Keerer. It is the amount that we have obligated but not yet 
paid. That is carried forward into the next year. The unobligated 
balance is returned to the Treasury. 

Mr. Gary. What items are included in that amount? 

Mr. Keerer. Well, there would be such things as printed volumes 
from the Government Printing Office, supplies that have not been 
paid for, and equipment which has not been paid. These items, 
mostly, have been delivered, but not paid. 

Judge Murpock. It would also include reporting. 

Mr. Keerer. Reporting is a large item. 

Mr. Gary. Can this balance be reduced below the estimate of 
$102,000 by June 30, 1961? 

Mr. Keerer. [ think the bulk of that item is comprised of payrolls 
which amount to around $18,000 and then there will be perhaps 
- in reporting fees, which would be the two largest items in 
there. 

Mr. Gary. When you say “payrolls” you mean that is the payroll 
which is earned in June and paid in July? 

Mr. Keerer. Yes, sir. 


COSTS FINANCED FROM OBLIGATIONS OF OTHER YEARS 


Mr. Gary. What comprises the item ‘‘Costs financed from obliga- 
tions of other years” in 1959 and 1960? 

Mr. Keerer. Congress passed a law that authorized us to spend 
certain funds in advance of the time they became available. You 
may remember that law of a couple of years ago. That is money 
which was mixed up in that law. We had $5,900 that we spent of 
those advanced funds in the previous year. On page 11 the item is 
shown as ‘1959 appropriation available in 1958 under the Financing 
Section, $5,938.” 

Mr. Gary. But, the one in which we are interested is this $10,159 
that page entitled “Costs Financed From Obligations of Other 

ears.”’ 

Mr. Keerrer. Since they went on a cost basis, you pay for certain 
things in this year that you do not use until next year, and that repre- 
sents the things that were paid for in the current fiscal year that were 
not used until this year. In other words, it was the ‘cupboard stock” 
that we had in the court. 

Mr. Gary. Why, then, do you not have any estimate for that figure 
for 1961? 

Mr. Keerter. I could not estimate anything for 1961. I do not 
know whether anything will come up or not. It is quite possible that 
it will, but I do not know at this time. So I just did not put a figure 
in there. It would be just a guess as to what it would be. 
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Mr. Gary. It was $10,159 in fiscal year 1959, and $1,500 in 1960. 

Mr. Keeter. That is correct. 

Mr. Gary. The 1959 figure is actual? 

Mr. Keeter. That is correct. 

Mr. Gary. The 1960 figure is an estimate? 

Mr. Keeter. That is an estimate. 

Mr. Gary. Do you still think that is an accurate estimate? 

on Keeter. It is as close as I can get, sir. I do not know how it 
will run. 

Mr. Gary. You have no way of estimating it at all for 1961? 

Mr. Kererer. No, sir; it would be strictly a guess. 

Mr. Gary. Might it be zero? 

Mr. Keerter. It could very well be. 

Mr. ScHoenretper. As far as your budget instructions are con- 
cerned, Mr. Keeter, are you covered in what is done here by any of 
the budget instructions? 

Mr. Keetsr. No; not in so many words. 

Mr. ScHOENFELDER. An entry could be made for this year. You 
could have put in $1,500 but it would be an arbitrary estimate? 

Mr. KeeETerR. Yes, sir. 

Mr. Gary. If your actual experience in 1959 is reflected in 1960 
and 1961, then your requirement for a new appropriation would be 
reduced by approximately $10,000; would it not? 

Mr. Kererter. I could not answer that question directly because it 
would be a guess. It is quite possible it might be. 

Judge Murpock. At the present time, after 6 months of this 
present fiscal year, you apparently feel that it is only $1,500 as an 
estimate and not up in the thousands as the previous year actual 
figure shows? 

Mr. Kererer. That is correct. 

Mr. ScHOENFELDER. My understanding is that this was the be- 
ginning of our costing. 

Mr. KeetTer. Last year was the first year in the new system of 
budget presentation. 

Mr. Gary. Have you taken the reduced amount into consideration 
in making up your estimates for 1961? 

Mr. Keeter. Yes, sir. I just estimated that as zero because I did 
not know what it would amount to. 

Judge Murpock. If anything. 

Mr. Gary. But your budget requests are based upon the fact that 
you do not estimate any amount for that year? 

Mr. Keerer. That is correct; it is just zero. 


INCREASE IN AVERAGE GRADE OF EMPLOYEES 


Mr. Gary. Why has the average grade of employees in the Tax 
Court increased from 7.8 in 1959 to 8.1 in 1960 and 1961? 

Mr. Keerter. That occurs principally due to the action of the in- 
grade promotions. We have a chart that we follow; in-grade promo- 
tions elevate the salaries a certain amount. 

Mr. Gary. The increase in salary would increase the average 
salary, but not the average grade. My question was related to the 
average grade. 
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Mr. Krerer. The average grade is obtained by multiplying each 
grade number by the positions in the grade, obtaining the total and 
dividing that total by the number of positions involved. 


USE OF LAW CLERKS BY JUDGES 


Judge Murvocx. Actually, Mr. Gary, increase in grade is largely 
related to the law clerks of the judges, because in the ordinary setup 
of our routine work those grades are all fixed by civil service standards; 
from year to year there is very little change in those particular position 
grades. I would think this would be largely accidental as to where 
the figures would come out. We take in young men out of law schools 
at a low grade and after they have been there a year we can advance 
them to the next grade, and maybe if they stay 2 years or 24 years 
they can get in another grade. How many we would have in a certain 
grade at one time would be largely accidental. Those that leave are 
always in higher grades. But I do not see how that would affect these 
figures. We have not taken in anybody at a high grade that would 
have an effect on this recently. 

Mr. Gary. You have increased commissioners. 

Judge Murpocx. We do not have any commissioners in that group, 
do we? 

Mr. ScHOENFELDER. It would increase the grade. 

Mr. Gary. It would increase the grade. You had two commis- 
sioners in grade 14 for 1959. For 1960 you had three in grade 15. 

Mr. ScHoENFELDER. That would be reflected partially in this aver- 
age figure. 

Mr. Gary. That would be one factor? 

Mr. ScHOENFELDER. Yes. Actually there is very little variation 
from time to time as far as the grade situation is concerned. 

Judge Murpockx. I think it would be accidental. 

Mr. Gary. Then in GS-11 you have an increase from 11 to 16? 

Judge Murpocx. That is the top grade these young law clerks 
would be in. 

Mr. ScHOENFELDER. As far as the law clerk positions are concerned, 
the determination in our budget submission of what the position 
grades will be is completely arbitrary because we do not know from 
one year to the next what it will be. We take a man 1 year at grade 7 
and through normal advancement he might be at grade 12 before he 
terminates his employment and goes out in private practice. How 
many we will have at grade 12 or grade 9 or grade 7 is absolutely 
unknown to us. We have set up our figures here based on what our 
past performance shows. 

Mr. Gary. Most of these grades are 7, 8, 9, 10, and 11? 

Judge Murpvock. There is not any 10. 

Mr. Gary. 7, 8, 9, and 11? 

Mr. ScHOENFELDER. Yes. 

Mr. Gary. Those are the grades for law clerks? 

Mr. ScHOENFELDER. For the majority. 

In grades 7 and 8 there will also be the secretaries in judges’ offices. 

Judge Murpock. And the librarian, I believe, is in gradej11. 

Mr. ScHOENFELDER. In grade 12. 

Judge Murpock. And the reporter? 

Mr. ScHOENFELDER. In grade 12. 
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Judge Murpock. Those are permanent, but the law clerks could all 
leave us at once and leave us in a low level. 

Mr. ScHOENFELDER. We find today our picture is this: We will 
have from four to six law clerks in grade 7. A majority of the law 
clerks will be in grades 9 and 11. 

Mr. Gary. You start them in grade 7? 

Judge Murpock. If they come in without experience. 

Mr. Gary. And as they gain experience you increase their grade 
because under those circumstances they can do more difficult or com- 
plex work? 

Judge Murpock. Better. And the competition for law school 
students puts us at somewhat of a disadvantage now. The boys 
have to want to come there because they probably could get a better 
salary outside. 

Mr. ScHOENFELDER. For the most part the court operates on a 2- 
year commitment basis. A young man who will come in at grade 9 
will usually be at grade 12 before he leaves. If he comes in at grade 
7 he will not have advanced beyond grade 11. 


CONTRACTUAL SERVICES 


Mr. Gary. What services are performed under contract? 

Mr. Keerer. Stenographic reporting. 

Judge Murpocx. Our New York courtroom; is that in there? 

Mr. Keeter. That is in there but that is not in the particular item 
he is referring to. 

Mr. ScHOENFELDER. I think in that item we will also have our 
payment to the Public Health Service for the health program. 

Mr. Krerer. The Public Health Service cost of $1,500 would be in 
there. The contract reporting would be in there. The health bene- 
fits program provided for the employees of the court would also be in 
there. Those would be the principal items. 

Mr. Gary. On page 14 you have under the item 07, “Other con- 
tractual services,” $29,455 for 1959, $41,600 for your 1960 estimate, 
and $51,100 for your 1961 estimate. With the decrease in workload 
or the leveling off of the workload at the present time, if this item 
covers your stenographic reporting, why would that amount go up? 

Judge Murpock. I want to answer part of that. 

The number of pending cases has nothing to do with our workload. 
We do the same amount of work with 9,000 or 12,000. We would 
have all the work the judges can possibly do if we had only 9,000. 
The rest are largely settlements, how many come in and how many 
the Internal Revenue Service is able to settle. So our workload is 
the same. 

Mr. Kererer. Part of the reason is that the price of stenographic 
reporting went from 23 cents to 33 cents a page, which is a large 
item. The principal item between $41,600 and $51,100 is $9,500 for 
the employee health benefits program. 

Mr. ScHOENFELDER. That is the difference. 

Mr. Keeter. That is the difference. That is the reason for the 
increase between those two. 

Judge Murpock. Between $41,600 and $51,100? 
Mr. Keeter. Yes. 
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Mr. Gary. That is the reason for the difference between the 1960 
estimate and the 1961 estimate? 

Judge Murpock. Yes. 

Mr. Gary. And the difference between 1959 and 1960 is due to an 
increase in cost of reporting? 

Judge Murpock. Yes. 

Mr. Gary. Increased reporting rates? 

Mr. Keerer. That is right. 

Judge Murpock. We have a contract for that on a competitive 
basis every year and of course it varies. Whatever the low estimate 
is we take, but it has gone up. I am not sure it has gone up enough 
to get good reporting, either. 

Mr. Gary. You ought to have some of ours. 

Judge Murpock. If you can spare any we will take them. 

Mr. Gary. We could not spare them. 

Mr. ScHoENFELDER. Although we have carried the same figure we 
show for 1960, there is no way in the world under our system that we 
can know what the real cost per page for reporting will be for 1961. 
It is just a pure guess. If the cost is above the figure that covers the 
1960 work, we will have to absorb it. 

Judge Murpock. Off the record. 

(Discussion off the record.) 

Mr. ScHoENFELDER. Part of our reporting difficulty is due to the 
fact that the reporting business in Washington is defeating itself. 
These companies are so competitive that they underbid each other to 
the point they cannot make money on the Tax Court contract. For 
years, I think they have not earned a reasonable amount on the 
investment and effort they must put in the contract. I have pleaded 
with the companies to set up bids that represent fairer bids in order 
that the court can get the kind of reporting we want, but they cannot 
do it or will not do it. 

EQUIPMENT 


Mr. Gary. What items of equipment will be purchased under the 
estimate of $30,000 for 1961? 

Mr. Keerer. That is divided into two sections. The first section is 
for the books in the library. That item amounts to about $10,000. 

Judge Murpock. That includes tax services, does it not? 

Mr. Kerrer. That is correct. 

Judge Murpock. The current tax services we have to keep up. 

Mr. Keerrer. The remaining balance of $20,000 is to replace equip- 
ment that goes out of order during the year. 

Judge Murpock. Typewriters? 

Mr. Keerer. Typewriters, machines, rugs in the judges’ offices, and 
that kind of thing. 


PROPORTION OF CASES SETTLED WITHOUT COURT ACTION 


Mr. Gary. What proportion of your cases are now being settled 
without action of the court? 

Judge Murpock. In the last 6 months I would suppose it is in 
excess of two-thirds, would you not? 
Mr. ScHOENFELDER. You mean settled by stipulation? Yes. 
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Judge Murpocx. For a long period of time they averaged about 
two-thirds, and sometimes they may run over that, and I would sup- 
pose they are doing a little bit better than two-thirds or we would not 
have the favorable situation I described in the beginning. 


CASES DECIDED ON A STIPULATION OF FACTS 


Mr. ScHOENFELDER. When you asked the question before, you 
asked how many cases did the court decide by a stipulation of facts 
and the chief judge said 10 percent. You were not confusing that 
with stipulations of settlement? 

Mr. Gary. No. I meant where the lawyers get together and 
stipulate what the facts are. Being a tax lawyer myself, ] happen to 
know that a good many tax cases involve purely interpretations of the 
law, and very frequently in tax cases opposing lawyers can agree on 
the facts and enter into a stipulation of the facts and then submit the 
stipulation to the court as the facts in the case and argue the case 
before the court on that stipulation. That is what I had reference to, 
because the court still has to act on those cases. The only thing you 
save is the time and expense of taking testimony, but sometimes you 
can save a lot of time and expense in that way. 

Judge Murpock. I might add a little something here that might be 
interesting. When I said 10 percent approximately, as a guess, I 
meant fully stipulated. I would think that if we want to know how 
many cases involve some substantial stipulations of fact, I think 90 
percent might be closer. In other words, in most cases there would 
be substantial stipulations of fact. Our rules require that they 
stipulate the facts as fully as they are susceptible of stipulation. We 
have a wonderful benefit from the fact that the attorneys stipulate the 
facts and stipulate the cases and settle them completely. Without 
that we would be sunk. In other words, our caseload is misleading 
because there are at least three times more cases in the 13,000 than we 
will ever have anything to do with. Sometimes we are urged to put 
in our rules something about pretrial. We will have pretrial if any- 
body asks us to, but to advertise we will have pretrial I think might 
endanger this stipulation system, which is self-operating and we do 
not have to take the judges’ time to do it, and we need all the judges’ 
time to do the work we have already. 


PRETRIAL 


In a particular case, if pretrail seems to be desirable, we will have it 
without any rule. 

Mr. Gary. There is less need for pretrial in the average tax case 
than in the average civil case in court. 

Judge Murpock. That is right. You start out knowing what the 
facts are. 

Mr. Gary. Generally you can agree on the facts and just argue 
the law in the case. 

Judge Murpock. A type of case that ties in with the poor petitions 
that are filed sometimes works into a pro se trial, and that is a very 
unfortunate thing for everyone concerned because the chances are that 
the person trying his own case—they even say a lawyer trying his 
own cases has a fool for his client—these men and women, who try 
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their own cases to save lawyers’ fees, waste their time and the court’s 
time and everybody’s time to a large extent. Not that they always 
fail, but a good many times they do not have anything but they think 
they have. 

Off the record. 

(Discussion off the record.) 


AVERAGE ELAPSED TIME BETWEEN FILING AND HEARING DATES 


Mr. Gary. How much time elapses between the filing date and the 
hearing date in the average case? 

Judge Murpock. That, again, is only a guess on my part, Mr. 
Gary, but I would say on an average it would probably be close to 
2 years from the time the petition was filed until the hearing was 
held. It might be as long as that. 

Mr. ScHOENFELDER. The average would be less than that, would 
it not? 

Judge Murpock. I do not know if it would or not. 

This is a guess. I do not know. In that connection, Mr. Gary, 
as I told you before, this time is not lost. A substantial part of it 
is consumed in filing pleadings and motions to perfect the pleadings 
and things of that kind, and there are more motions for continuances 
of a trial already set than there are motions to advance a case to trial. 
Neither is very substantial, but there are more asking to put off the 
day than to advance the day. But, during all the elapsed period the 
cases are not just dormant. The parties are negotiating during that 
period and that is largely responsible for many of the settlements we 
have. 

Another thing you mentioned yourself: these cases are not like 
personal injury cases where your evidence is disappearing. Most of 
the facts are in the control of the parties and there is not any great 
concern about the delay that actually occurs. There issome. Some 
people like to have their cases tried. But if somebody has a jeopardy 
assessment slapped on him—for instance, I had a man in to see me 
just a few days ago. He was from Richmond and he was complaining 
they had taken all his property, had seized his real estate, and had 
taken his money so he could not pay the mortgage payments that 
were due, and he wanted a trial in a couple of days. I told him I 
could not give him a trial in a couple days but would put it on the 
next Richmond calendar, which is June 6. He said by that time he 
would be ruined. I said I could put it on the Washington calendar 
for April 4, and he left saying could he make his choice between the 
two after getting home and inquiring of the court if he could get a 
stay of execution, and I said “sure.” 

Those cases give us concern because anybody who has a jeopardy 
assessment slapped on him may be in serious difficulty. Whose fault 
it is, I do not know, but if an early trial would be of benefit we will 
try to give it to them. 


AVERAGE ELAPSED TIME BETWEEN HEARING AND DECISION 


Mr. Gary. How much time usually elapses between the hearing 
and the decision, on an average? 

Judge Murvock. A large part of the time is taken up by the 
parties’ filing briefs. We think the Internal Revenue Service needs 
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more help. If they had more help, I believe they could process more 
settlements, could process more stipulations of fact, and could get 
their briefs in on time. I made a study to see who asked for these 
extensions of time to file briefs and how many. The number of 
requests for extensions of time to file briefs is amazing. The parties 
are asking for that; we are not. It will run from 6 months to 9 or 
even more in some instances. When it gets really long, they may be 
getting close to a settlement. If they want to settle a case, I will 
give them time, as far as I am concerned. 

But, to answer your question, after the briefs are in that depends 
on the judges. Some of the judges are practically current and waiting, 
and working on cases even before they get the reply briefs. Other 
judges are slow and behind time and it might be a year before they 
get around to it. 

Mr. Gary. The court fixes the time for the filing of briefs? 

Judge Murvock. That is right. Of course if a judge is not current 
and is asked for a continuance or an extension to file briefs, he would 
have little reason to deny it. But if he is current, the question is, 
Should he deny the request for an extension? Personally, I have 
always tried to be as current as possible and I am reluctant to grant 
extensions of time for filing briefs because I give all the time reasonabl 
needed in the beginning, but if there are good reasons, the party will 
be given more time. In my situation, I do not try many cases because 
my days are taken up with administrative and review responsibilities. 

Mr. Gary. Mr. Canfield. 

Mr. CanrFreLp. Thank you, Mr. Chairman. 

Judge Murdoch, you were always a refreshing witness and you 
have made what I believe to be a truly good report today. Obviously, 
too, you have a very fine staff. 

It is the chairman’s wish that we expedite these hearings and get 
the Treasury and Post Office Appropriation bill out on the floor of the 
House by February 15. I want to assure him here and now of my 
cooperation to this end and I am sure that the minority members of 
this committee will feel likewise. 


ADDITIONAL HELP FOR INTERNAL REVENUE SERVICE 


It is good to hear what you had to say this morning about the 
Internal Revenue Service. I agree that it needs more help. In 
recent years when we have given the Internal Revenue Service more 
help they have produced. There is real hay in accelerated efforts 
on their part, and I think it is in the best interest of the Treasury that 
the Internal Revenue Service get into those cases, which they have 
been unable to do because of lack of money in yesteryear. 

I have only a few brief questions and they require brief answers. 
I may be repetitive but it is for the record we write each year. 


RELATIONSHIP OF TAX COURT TO THE TREASURY AND INTERNAL REVENUE 
SERVICE 


First, Judge Murdock, what is your relationship with the Treasury 
and the Internal Revenue Service? How would you describe that? 
Judge Murpock. I think a reasonably close parallel between the 
Tax Court and the Treasury would be the normal relationship between 
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a judge and a district attorney’s office. We are in close contact with 
them at all times as to details, but there is really no connection except 
that they are a constant litigant whereas the taxpayers vary from time 
to time. 

Mr. Canrre_p. Would you describe the Tax Court as an independent 
court by law? 

Judge Murpock. Oh, yes. We are not part of the Treasury nor 
does it exercise any control over us in any way except that the duty 
of recommending new appointees as judges is vested in the Secretary 
of the Treasury. He advises the President. But beyond that, there 
is no connection whatsoever that I know of; and in that respect, in 
my experience, their only effort is to get the best man they can get 
for the job. 

APPEALS FROM THE TAX COURT 


Mr. CanrreLp. An appeal from your court lies where? 

Judge Murpock. It goes to the 11 courts of appeals of the United 
States in the 11 different circuits, including the District of Columbia 
as a circuit. 

Mr. CanFieLp. What proportion of the Tax Court decisions would 
you say are appealed today? 

Judge Murpock. This is a guess, but I believe it is in the neigh- 
borhood of 25 percent that are appealed, and I would say that about 
25 percent of those are probably reversed; and a small percentage, a 
very small percentage, of those that go to the circuit courts get to the 
Supreme Court by means of certiorari. 

Mr. Gary. Will the gentleman yield? 

Mr. CanrFiELp. Yes. 


PRESENTATION OF TAX CASES BY THE INTERNAL REVENUE SERVICE 


Mr. Gary. Does the Internal Revenue Service have a special divi- 
sion that presents tax cases to your court? 

Judge Murpocx. Yes. The Chief Counsel’s office is the office, and 
the Chief Counsel is the one that is in charge of that. At the present 
time his name is Hart Spiegel. Arch Cantrall was his predecessor, 
but he went out some time ago. The attorneys who try these cases 
are in his office under his supervision. They are not all in Washing- 
ton, however, because his office is decentralized and he has offices in 
many of the cities where we hold court, although not all because some 
are too small to have their own forces of attorneys. 

Mr. Gary. Thank you, Mr. Canfield. 


ORDER OF HEARING CASES 


Mr. CanrFie.Lp. Judge Murdock, you told the chairman that it took 
about 2 years after the filing of a petition before a case was taken up 
by your court, and you stressed that this period might possibly be 
called a ‘cooling off” period that was often helpful in the settlement 
of many cases. 

What I want to ask now is this: 

Are there cases that have a special priority in the Government’s 
interest or in view of the taxpayer’s special problem? 

Judge Murpockx. I will explain that. 
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Our clerk studies the pending caseload in each of the cities of the 
United States where we go and makes up his mind as to where we 
ought to have calendars for each 3 months. We make up our calen- 
dars 3 months at a time and skip the 3 summer months. He takes 
the oldest cases that are there, without selection, and takes enough 
of those to make up a calendar. In many cities, excluding New York, 
Los Angeles, San Francisco, and some of the larger cities, he may 
take up all the pending cases every time he sets a calendar; for in- 
stance, as in Kansas City. When he sets a calendar for Kansas City 
he probably will take all the cases ready for trial and put them on 
the calendar. But he takes them from the oldest one until he comes 
to a place where he has enough. If somebody asks to have a case 
specially set, we will try to put it on the calendar if the reasons given 
are adequate. That is the only special setting that we would have, 
if the parties request it. 

Mr. CanFIELp. That is all, Mr. Chairman. 

Mr. Gary. Mr. Pillion. 

Mr. Piuuton. I think I have no questions. Perhaps I have one or 
two. It is nice to have you here, Judge. 

Judge Murpock. Thank you. 


HIRING OF RETIRED JUDGES 


Mr. Piiuton. I do not like to start off with an increase. How can 
we avoid the $48,000 increase, Judge? 

Judge Murpock. I might explain a little to you about that. That 
should work out as a good thing, because what is going to happen is 
that we will get the benefit of two retired judges. We will have to 
pay their salaries and we will have to pay the salary of a successor, but 
both those judges are entitled to full retirement if they do not do 
anything. If they will come back on full time service we will get full 
benefit from their use. 

Mr. Prttion. Why should they come back into service if they are 
already receiving a salary of something like $19,000 a year? Why 
should they come back and work? 

Judge Murpvock. Well, you know, since 1952 I could have retired 
at full pay and gotten much better use of my money. Why am I 
fooling around with this? I do not know. 

Mr. Gary. It isa very good thing, Judge, that we do have dedicated 
men in the public service. A lot of people do not think we have any, 
but we do have a great many; and I am delighted. 

Judge Murpock. I would get full retirement pay, my taxes would 
be less, and my civil service retirement charges would not be sub- 
mone I think it costs me about $112.50 a month to serve in this 
job. 

To answer your question seriously, though, the only thing I can 
understand is that I think these judges are lost when they do not 
have anything to do. They are not young and each one likes to have 
an Office to go to and seems to just like to have his nose in the business. 
That is not true of all. Judge Eugene Black retired when his salary 
was only $15,000. By serving full time, he makes the full salary of 
$22,500; so it is of benefit to him. At the present time we have Judge 
Arundell and Judge Van Fossan serving full time and they both 
served a sufficient number of vears to be entitled to full retirement pay. 
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I am glad they have come back because it gives us extra hands. Even 
if they do not decide so many cases it gives us more judges to send out 
on the calendars and we have more stipulations. So their very pres- 
ence is worth while. 


USE OF LAW CLERKS RY JUDGES 


Mr. Piuuion. I notice in this organizational table that each division 
has a judge and one attorney and another attorney and a secretary 
and an assistant secretary. Is that standard to have two attorneys? 

Judge Murpock. They all have two except me. 

Mr. Pinion. You have one or more? 

Judge Murpock. I have just one. I have never had two except 
when I knew one was going to leave and I wanted to get a replacement. 

Mr. Pituii0on. That is standard procedure? Is it always necessary? 

Judge Murpock. I think by having two law clerks they are able 
to get out more work than if they had just one. I think it is a good 
expenditure of money. 

Mr. Piuion. In our area the Supreme Court Justices have only one 
law clerk. 

Judge Murpock. I have had only one from the time I have been 
on the court except for a time or two when I knew one was leaving 
and I might have another one—working him in. 

Mr. Pruuion. In your estimation you think that is good practice? 

Judge Murpock. Yes. We have nobody loafing on the job. 

Mr. Pruuion. I did not mean that. 

Judge Murpock. I know you did not mean that, but it is part of 
my answer. We have everybody working to the fullest extent of his 
capacity and if the judge has two assistants and he feels he can get 
out more work if he has two, I feel he should have them. 

M. Prion. If there comes a time when they think they should 
have only one, like yourself, do you think they should have only one? 

Judge Murpock. Yes. 

Mr. Pittion. Thank you very much. 

Mr. Gary. Mr. Alexander. 

Mr. ALEXANDER. I want to commend you for your public spirit 
and the fact that you are doing a good job. 


CITIES WHERE HEARINGS ARE HELD 


Are the 50 cities throughout the country where you hold hearings 
definite? 

Judge Murpock. We list in our rules the 50 cities where we nor- 
mally go. The taxpayer, when he files his petition, is invited by the 
rules at the time he files his petition to file with it a request of where 
he would like to have the case heard, and if he does it is automatic- 
ally granted provided he picks one of those 50 cities. 

Mr. ALEXANDER. We have 50 States. Are the cities scattered 
about one in a State? 

Judge Murpock. I could not answer that question. 

Mr. ALEXANDER. Does it vary from year to year? 

Judge Murpock. We selected the cities that the population and 
tax incidence indicate would be most convenient so nobody in the 
United States would have to go very far. 
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Mr. ALEXANDER. Are you going to have to go to Alaska and 
Hawaii? 

Judge Murpock. I personally have held court in Hawaii, in Hono- 
lulu, before it was a State. All of our Alaskan cases have been heard 
in Seattle up to now. If we had enough cases in Alaska to justify 
it, we would go there. Honolulu is one of the 50 cities now. 


NUMBER OF JUDGES 


Mr. ALEXANDER. I believe you have 16 regular judges. 

Judge Murpock. That is right. 

Mr. ALEXANDER. And how many retirees do you have available? 

Judge Murpocx. At the moment, three. We are anticipating two 
more at the end of fiscal year 1960. 

Mr. ALEXANDER. That would give you a possible 21 judges available? 

Judge Murpock. I think it is possible one of the present retired 
judges may not want to come back. , 

Mr. ALEXANDER. Where are these judges stationed? 

Judge Murpock. All in Washington. 

Mr. ALEXANDER. They are all stationed in Washington and they 
are sent by you and the clerk to definite assignments? 

Judge Murpockx. By me. The clerk makes up a suggested form 
and I make up my mind where we will have the calendars and which 
judge is going to go. 

Mr. ALEXANDER. Are all the clerks or attorney assistants to the 
judges stationed here in Washington? 

Judge Murpock. Yes. 

Mr. ALexaNnvER. Do not the several judges have a multiplicity of 
similar cases where one attorney might be a specialist in that particular 
tax field so that they might be able to use one instead of two for each 
judge, working in a sort of a pool? 

Judge Murpocx. We have never felt any specialization would be 
desirable. You see, these cases are all potentially reviewable by the 
would court and no judge makes any specialty of any kind. I do not 
think we have room for specialization, anyway. These cases are 
hardly ever two alike. Sometimes we will have a couple of judges 
who will have a similar case pending. That is true right now. That 
information is disseminated in the court and we get full benefit of that. 


DISPERSION OF JUDGES 


Mr. ALEXANDER. Would you be able to save any money by dis- 
persing your judges in key areas? 

Judge Murpock. No; that would not work because there is more 
elasticity in this arrangement we have now. I can send the judges 
out, and anyway it is a good idea that nobody get settled in any 
particular place, but all move all around. This method that we have 
here enables the chief judge, whoever he is, to use his judges to the 
best advantage and to arrange calendars with the national overall 
view, and make sure that we are doing the best that we can. 

Our big caseloads are in New York and Los Angeles. We must 
have many more trial sessions in those places than in others. For 
instance, in some of these 50 cities, it hardly pays to go once a year 
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but in New York we have to go there at least every other week and 
the same in Los Angeles. 

Mr. ALEXANDER. Does the judge travel out there and spend a week 
and then come back and then you send another one out? 

Judge Murpockx. No; in Los Angeles we always have 2-week 
calendars. In New York we have 1-week calendars generally because 
it is near and the travel is not important. 

Mr. Gary. Will the gentleman yield? 

Mr. ALEXANDER. Yes. 

Mr. Gary. How many people accompany the judge? 

Judge Murvock. The deputy clerks go with he judges. The law 
clerks do not go with the judges. 

We have four deputy clerks and we try to arrange calendars so 
that we have four calendars going all the time, one for each deputy 
clerk. The clerk of the court schedules their tours over the country 
so that they will not have to come back to Washington every few 
months. 

Mr. Gary. I ny The judge and the deputy clerk are the 
only ones? 

Judge Murpock. That is right. 

Mr. Gary. You use local reporters? 

Judge Murpock. That is right; under the contract. 

Mr. Gary. Thank you, Mr. Alexander. 


BACKLOG OF PENDING CASES 


Mr. ALEXANDER. Just one other question. 

You feel that with the increased number of judges that are available 
you will be able to decrease the backlog of cases now pending? 

I see that it increased this year over last year. 

Judge Murpock. It increased, but it did not increase as much as 
it did the previous year and before that. That trend of increase has 
tapered off and is almost level at the moment. We are only 93 
behind what we were a year ago. 

Mr. ALEXANDER. But the trend is still up? 

Judge Murpock. Actually, the trend is—— 

Mr. ALEXANDER. We are still increasing our backlog—let us put it 
that way. 

Judge Murpock. I am not sure. 

Mr. ALEXANDER. We have more cases in backlog today than we 
had year ago? 

Judge Murpock. By 93, yes; but the increase has tapered off so 
that in a short time it might “be the other way. 

But to answer your question, I personally feel that 16 regular judges 
is as large an organization as can be handled as an integrated court. 
The judges of the district courts, there are a couple hundred of them 
scattered over the United States, operate independently of each other. 
We are operating as a single unit and we have conferences where we 
review these cases which I feel, or the judge that wrote it feels, should 
be reviewed by the full court. Sixteen is about as many as you can 
handle in a conference if vou are going to have results. If you have 
more than that you never get through talking. 
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AVERAGE ELAPSED TIME BETWEEN FILING AND HEARING DATES 


Mr. ALEXANDER. I was a little disturbed by your statement that 
the average was about 2 years from the time of filing to the time of 
hearing. That might seem reasonable to a tax expert—and I cer- 
tainly am not one—but to me, as just a lawyer and businessman, that 
does not appear reasonable. 

Judge Murpock. I can understand your feeling about it, but it is 
not all just sitting, waiting for the trial date to come. For example, 
a petition is filed and the Commissioner has, under the rules, 45 days 
within which to file his answer. If he is dissatisfied with the petition, 
instead of filing his answer, he may come in and move for a better 
petition. That will cause delay. After his answer is filed, if he alleges 
anything affirmatively in there, the taxpayer has 45 days within 
which to file the reply. That has taken up 3 months right there in the 
pleadings, at a minimum, and if there are any motions filed, they have 
to have notice of that and set at least a couple weeks ahead, so that 
they can both be prepared for it and file any papers that they want—if 
they do not want to come to Washington, that is. 

Then the parties will want ample notice of a trial date and 6 months 
before we actually have a trial set, we send out an inquiry to the parties 
to find out if they desire a trial within the next 6 months and get some 
information to help us to know how formidable this is as a trial. 
Then we give them 3 months’ notice. 

The 6 months and the 3 months run concurrently, as far as the last 
3 months are concerned, so that there are 9 months taken up in 
purely administrative and pleading matters. Actually, after the 
9 months, if that case were at issue and there were not any motions, 
and so forth, it might get into trial within a year; but because there 
are a lot of motions filed and there are delays that the parties them- 
selves bring about, this average drops down. 

In a good many cities, as I say, everytime we go to the city we 
clean up everything that is there, but not in four or five of the larger 
ones—particularly New York and Los Angeles. That average will 
be affected largely by those big cities. 

Mr. ALEXANDER. What percentage of the delays are caused by the 
taxpayer and what percentage by the Internal Revenue Service? 

Judge Murpock. I would not be able to answer that question. 

Mr. ALEXANDER. That is all. 

Mr. Gary. Mr. Conte? 

Judge Murpock. I wish that I could. 

Mr. ALEXANDER. I| thought that you might. 

Judge Murpocx. I do not believe either one is deliberately delaying. 
Sometimes I think there may be some, but that would have to come 
up on a motion calendar; but I am sitting there and I would not let 
them trifle with us if I can help it. 

Mr. ALEXANDER. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. Conte? 


INTEREST GN UNPAID BALANCES OR REFUNDS DUE 


Mr. Conte. Judge Murdock, if a taxpayer brings suit in the 
district Federal court—with the supreme court case you speak of 
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pending—and he does not pay all of his income tax, is there then a 
penalty or an interest charge on the unpaid balance running from the 
time that he brings the suit or from the time the tax was due? 

Judge Murpock. The latter. 

Interest runs in all cases from the time that the tax was due. 

Mr. Conte. What is that interest? 

Judge Murpock. That is 6 percent. If he ever wins, the Govern- 
ment pays him 6 percent, too. It is a pretty good investment, if you 
receive it. 

Mr. Conte. It would be 6 percent interest on 

Judge Murpock. On the total amount ultimately due. 





PENALTIES OR ADDITIONS TO TAX 


Mr. Conte. Is there any penalty clause on the deficiency? 

Judge Murpock. Not in that respect, but there are numerous—I 
do not call them penalties, because Congress did not call them pen- 
alties—additions to tax. In our jurisdiction, if the Government was 
convinced that the taxpayer had been fraudulent in his return and that 
a part of the deficiency was due to fraud, the Commissioner could 
slap on a 50 percent increase in addition to the tax. If he was negli- 
gent, a 25 percent addition applies. If he did not file a return, he can 
put on a lesser tax, all of which are fixed by the code. 

It is not unusual in our cases that there are additions to the tax. 
A great many of them are fraud cases. 

Mr. Conte. You are strictly a civil court, are you not? 

Judge Murpock. Yes. We do not have any criminal jurisdiction, 
but this 50 percent hurts sometimes as much as going to jail, I guess. 

Some criminal trial may involve a fine of $10,000 on a deficiency of 
$1 million, but the $10,000 fine may also carry a jail sentence. In the 
Tax Court, if there is a million dollar deficiency and an addition for 
fraud, there is an addition of $500,000 to the tax for fraud. 


FILING FEE 





Mr. Contr. How about the filing fee 

Judge Murpock. $10. 

Mr. Conte. I see where your estimate of receipts will be $72,000 
for 1960. The $10 fee is a standard, flat filing fee for all cases? 

Judge Murpock. That is right. 

Mr. Conte. Have you ever thought about increasing the filing fee 
proportionate to the size of the case? 

Judge Murpock. No; we are not allowed to and I do not believe 
we could fix 

Mr. Conte. Or recommend to the Congress that we change that? 

Judge Murpock. I do not think that would be a very good idea. 
This is sort of a nominal amount, so that somebody will not come in 
without thinking it is worth at least $10. We clear all that money 
into the Treasury. We do not get the use of that money and that 
does not affect our budget here at all. 

Mr. Conte. I realize that. It all benefits the taxpayer though. 

Judge Murpock. I understand. 

Mr. Contr. It makes the court more self-sufficient. 


$10? 
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Judge Murpock. There are no costs. We do not assess any costs. 
Everyone comes in and pays his own costs and we do not assess 
costs. It would be very difficult to do that because I would not know 
what the fee would depend upon in the initial stage. Somebody 
comes in with a $10 deficiency and he may go out with $100,000 
refund and vice versa. He may come in with $100,000 deficiency and 
maybe he is only contesting $10,000 of it. It would be pretty hard 
to do. However, if Congress wants to think about changing it, that 
certainly can be done. 


USE OF LAW CLERKS BY JUDGES 


Mr. Conte. I notice on your last page, Judge Murdock, each 
judge is entitled to two attorneys. 

Judge Murpock. Right. 

Mr. Conte. Are they law clerks? 

Judge Murpock. Law clerks. 

Mr. Contr. What is the function of these law clerks? 

Judge Murpock. The law clerk assists the judge. How he does it 
is up to the judge. 

For instance, some of the uses that I could describe to you are as 
follows: 

I would use my law clerk, perhaps, in this way: If I had difficulty in 
deciding in my own mind about some case and I have a recollection 
that there is some principle of law that has already been established 
ou which I would like to have the authority, I would tell my law clerk 
what I have in mind and then have him find the authority and bring 
it back to me so I do not have to take the time to look it up. If he 
finds it and I see that it is what I have in mind, then I am fixed. 
He saves my time. 

Sometimes there are a number of cases cited to you in a brief. It 
might be worthwhile for me to give that brief to my law clerk and ask 
him if he would make a brief summary of each one of those cases to 
the end that I might find out just how helpful they might be and 
whether they were helpful. Frequently, cases are cited that are not 
close enough to do a bit of good. If I have to read every one of 
those that takes time. 

He can give me a summary and it will be sufficient to arouse my 
curiosity and then I know whether I ought to read it. He can do that. 

Sometimes there are lengthy trials. I can let my law clerk make 
findings of fact from the transcript and the exhibits and submit 
findings of fact to me and I can study that with the briefs and it may 
be that substantially he will have findings there are perhaps satis- 
factory to both parties. 

As Mr. Gary said, frequently there are questions which are not 
factual. There may not be great dispute about the facts, but still 
you have to find them 

He can help me in that respect. 

Those are some of the ways that I use them. 

Mr. Contr. How long is it since the Tax Court has had two 
attorneys for each judge? 

Judge Murpock. I think as long as I can remember. 

Do you know? 
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Mr. ScHoenre per. [ think it has been standard practice since the 
early 1930’s with the Board of Tax Appeals. 

Judge Murpock. I came on in 1926. 

They had them then? 

Judge Murpock. I think so. 


BACKLOG OF PENDING CASES 


Mr. Conte. On the 13,000 cases now pending, what is the date of 
the oldest case in this backlog? 

Judge Murpock. I am sorry that I did not bring that along. If 
you are interested, I will submit that for the record. 

(The material referred to follows:) 

All regular tax cases docketed prior to March 20, 1948, have been closed. The 
oldest pending cases in this category are 11 filed between March 20, 1948, and 
the close of the calendar year 1950, 124 filed during 1951 and 1952, and 205 filed 
during 1953 and 1954, making a total of 340 cases pending on December 31, 1959, 
which were filed before December 31, 1954. 

Included in the 11 above mentioned are docket members 17625-6 and 17706 
which are now set for trial on February 15, 1960. These three old cases and all 
of the other old cases would have been set and closed long ago but for the urgent 
request of the parties based upon reasons which differ from case to case. uch 
reasons include ‘‘the cases will be settled upon the final decision”’ of other identified 
litigation; ‘“‘the cases cannot be tried until’’ other identified litigation is completed; 
“the parties are about to settle the cases” but will have to have the approval of 
the joint committee; and other reasons which appeared to the court sufficient to 
grant the request of one or both of the parties to put off the trial of those cases. 

There are also five renegotiation cases still pending which were filed prior to 
December 31, 1954. The explanations of why those cases have not been closed 
are similar to the ones given above for tax cases. 

The court is desirous of having all of its oldest cases disposed of at the earliest 
possible date and is constantly taking steps to accomplish that purpose. Such 
old pending cases, of course, have a very unfavorable effect upon average time 
elapsing from the filing of a petition to the trial of the case. 

Judge Murvock. The clerk has my instructions never to overlook 
those and, before he sets a calendar and skips one of those cases, to 
make a current investigation in order to make sure that it should not 
be set. Some of those cases are awaiting Supreme Court decisions or 
the parties, for some reason or other, have given a good reason why it 
should not be calendared. It is not that we have just neglected to 
calendar them. There is a reason for every such case being left off of 
a calendar. 


INTEREST ON UNPAID BALANCES OR REFUNDS DUE 


Mr. Conte. This is going to be hard on a person who has a case 
pending since 1950 and has 6 percent interest running on the tax due? 

Judge Murpock. It is at his request that we did not consider it. 

Mr. Pittion. What about the Government? 

Judge Murpock. It works both ways. 

Mr. Conte. Let us assume that there is a refund. You would not 
pay the person 6 percent interest on the refund, would you? 

Judge Murpock. The court does not have anything to do with 
paying him anything. 

Mr. Conte. The Government would? 

Judge Murpock. They would. 

Judge Murpock. Yes: they would pay him 6 percent from the time 
they had his money. They pay him interest on the refund. We 
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have nothing to do with the collection of the money. All we do is to 
decide, are you entitled to a refund or is there a deficiency that you 
owe? From there on, the Commissioner takes it and we have nothing 
to do with interest or anything like that. 


CASES SETTLED IN PRETRIAL 


Mr. Contge. What percentage of the cases do you settle in pretrial 
and is there an effort exerted by the judge to call the parties in chamber 
and try to reach a settlement on a case? 

Judge Murpock. Not prior to the time that he calls a calendar for 
trial. For instance, a judge is sent to Chicago. There may be 43 
cases for trial with a total estimated trial time of 220 hours, because 
we usually go for 2 weeks to Chicago. When he gets to Chicago and 
calls his calendar, he is not able to set that calendar so that from Mon- 
day morning he goes right through to Friday night. There will be 
requests, for some reason or other, that a litigant would like the case 
on Thursday, or next week, or something like that. He will have 
some spare time, after call of the calendar, and then he may find that 
certain cases are actually going to be tried. If they are not going to 
be tried, it is a waste of our time to have a pretrial on it. If they are 
going to settle, it is to our advantage to stay out of it. 

At the call of the calendar on Monday, the judge learns there are 
cases for trial and asks counsel what their best estimate of the trial 
time is so that he can set his calendar properly. If, say, he does not 
have anything to do Monday afternoon after calling his calendar in 
the morning and sees some cases set for later in the week and he thinks 
his offices might be used to bring the parties in these cases together 
or closer together, he will ask counsel if they would like to have him 
hear what they have to say in the nature of pretrial arrangements. 

Our judges tell me that they have considerable success from this 
procedure and at least benefits are derived whether the case is settled 
or not. They will reduce the trial time or it may be that they have 
not done their homework and then he will tell them to go back and 
do their homework before he tries the case. 

If he discovers that there is a whole lot of book record items that 
they have not stipulated—and our rules require they stipulate them— 
he will say, ‘Look, you have not gotten together here as you are 
supposed to.” 

Personalities get into this and one fellow gets mad at the other and 
one is going to fight it out if it takes all summer. 

The judge will say, ‘‘You are now at the trial and we are not going 
to sit here and have all of that put in that you should stipulate. Get 
busy. Use this next room.” 

Then in that way he may be able to get them together and get them 
to stipulate and by talking to them he may get them to settle a 
couple of issues, or maybe the whole thing. Prior to that time it 
would be dangerous for us, I think, to suggest pretrial. 

If the parties come in and say, “We have a very important case 
here and we think that a pretrial conference might bring us closer 
together,” and ask, “Will you assign a judge to it?”, if I can, I will. 

We have settled some big cases like that. 

Some of these cases look as if they are going to take 3 or 4 weeks to 
try but when we get right down to the trial date, they settle cases. I 
am always amazed that they do. 








28 


On fraud cases, for example, can you imagine agreeing to a settle- 
ment wherein you would hold yourself guilty? 

But they do. 

Mr. Conte. I just got through a civil sitting up at home in superior 
court and I never saw a list crack like that in all my life. They got to 
the coufthouse steps and the judge started calling lawyers all over the 
country to try their cases. I never saw a list fold like that in my life. 

That is why I asked if vou believe in that practice. Some judges 
do and some do not. I think it is very helpful, just before trial, to 
call them in chambers. 

Judge Murpock. Yes. 

Of course, you have to be discreet because a judge does not want 
to get into it to where he is pushing somebody. It takes a nice hand 
to do a good job. 

Mr. Conte. Yes, that is true. 

Judge Murpock. Some of the judges are better than others at it. 
They all try their best to see what they can do. 

Mr. Conte. Judge Murdock, I want to echo the sentiments of my 
colleagues and compliment you and your court. You have done an 
outstanding job. 

Judge Murpock. We are always trying. 

Mr. Gary. Thank you, Judge. 

It is always a pleasure to have you before our committee. 

Judge Murpock. I must confess it is a pleasure to come before 
you, Mr. Chairman. I like to have somebody hear us once in a 
while. Otherwise, we sort of operate down there in a vacuum. 

Mr. Gary. You are doing an excellent job and we are always glad 
to hear about your activities. 

The committee stands adjourned until 2 o’clock Monday, January, 
Ri. 


Monpay, January 25, 1960. 


TREASURY DEPARTMENT 
WITNESSES 


HON. ROBERT B. ANDERSON, SECRETARY OF THE TREASURY 

FRED C. SCRIBNER, JR., UNDER SECRETARY OF THE TREASURY 

LAURENCE B. ROBBINS, ASSISTANT SECRETARY 

A. GILMORE FLUES, ASSISTANT SECRETARY 

WILLIAM T. HEFFELFINGER, FISCAL ASSISTANT SECRETARY 

DAVID A. LINDSAY, GENERAL COUNSEL 

NILS A. LENNARTSON, ASSISTANT TO THE SECRETARY 

ARTEMUS E. WEATHERBEE, ADMINISTRATIVE ASSISTANT SECRE- 
TARY 

WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 


Mr. Gary. The committee will please come to order. The com- 
mittee will now begin consideration of the budget of the Treasury 
Department. 

We are pleased to have with us the Secretary of the Treasury, 
Hon. Robert B. Anderson. 

Mr. Anderson, we will be very glad to hear from you at the present 
time, sir. 
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Secretary Anperson. Mr. Chairman, if I may take the liberty, I 
should like to preface my formal] statement by saying to the committee 
how much all of us have appreciated over the years this opportunity 
to work with members of this subcommittee and particularly to ex- 
press our regrets that the ranking minority leader, Mr. Canfield, has 
announced his intention of not returning to the Congress. 

I think Mr. Canfield has contributed outstanding service to the 
Treasury Department, not only as a member of this committee, but in 
the many consultation hours spent not only with us in the main 
Treasury but in the activities of the Treasury generally. We see 
him go with regret. We extend our every best wish to him. 

Mr. CanrteLp. Thank you so much, Mr. Secretary. We have a 
great feeling in this committee for our chairman, Mr. Gary, and we 
have great feeling for the Treasury. I shall miss this relationship 
very much, 

Mr. Gary. Mr. Secretary, I assure you that all the members of this 
committee are going to miss the ranking minority member very, very 
greatly when he leaves. I am certain that all of them at the proper 
time are going to have something to say about his departure, but we 
will not take up your time this afternoon for that purpose. 


GENERAL STATEMENT 


Secretary Anperson. Mr. Chairman and members of the Treasury 
Subéommittee on Appropriations, I am pleased to meet with you today 
to discuss the Treasury’s appropriation request for fiscal year 1961. 
T again welcome the opportunity to discuss our requirements with you 
in the common interest of all of us. 

I will be brief today on general matters before turning to the details 
of our departmental request. I think you will agree with me that the 
President’s proposal for the fiscal year 1961 to finance again the Gov- 
ernment’s defense and other necessary services on the basis of revenues 
alone is a matter of deep satisfaction. 

It is a pleasure to me, and am sure it must be to you, that the Presi- 
dent is ble to lay out before you a program which is not based on 
deficit financing such as we experienced in 1959. At this moment we 
are at midstream in a year where the revenues have been estimated as 
being in excess of our expenses and are anticipating in 1961 an even 
greater margin of revenues over expenditures. 

Thus, we are in a period of financing the public debt in an atmosphere 
that will further promote the soundness of our national economy— 
which can beneficially affect each of our citizens and further strengthen 
worldwide confidence in our economy. 

In my opinion, this places even greater responsibility on all of us to 
maintain a course of fiscal soundness in the administration of all of 
the Federal agencies. 


COMPARISON OF APPROPRIATIONS, 1960, AND BUDGET FOR 1961 


I would like to turn now to the budget request for the Treasury De- 
partment for the fiscal year 1961. To bring it into focus, a statement 
has been prepared which tabulates the amounts of the various increases 
requested for 1961 by individual account. With your permission I 
would like to insert this statement in the record at this point. 
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Mr. Gary. Without objection, it will be inserted in the record at 
this point. 


Mr. Canrievp. Thank you. 
(The statement referred to follows :) 


TREASURY DEPARTMENT 


ments for 1961 







Annual appropriations for the Treasury Department for 1960 and estimated require- 





















































{In millions] 
Description 1960 appro- 1961 esti- Increase or 
priations mates decrease (—) 
A. Regular annual appropriations for operating the Treasury: 
(1) Collecting the revenue: 
Internal Revenue Service..............----.--- $364. 3 $393. 0 $28.8 
ce ee eee 53.9 55.9 2.0 
(2) Fiscal service: 
a ee eee err ee 25. 5 27.1 1.6 
Bureau of the Public Debt__-........-- 47.0 46.9 —.2 
Office of the Treasurer, U.S 17.5 17.3 —.2 
(3) Coins: Bureau of the Mint_.-_.--..-.-.-.------.-- 4.6 5.0 4 
(4) Other bureaus: 
LF Ee eee ence ae 258. 1 285.1 37.1 
Bureau of Narcotics. -......--.--- i 4.1 5 1h (nent aee 
U.8. Secret Service. ...............- j 5.4 5.5 1 
(5) Administrative Offices of the Secretary_---..-..--- 3.3 3.4 a 
Subtotal, regular annual appropriations for 
operating the Treasury............-..........- 783. 5 843.3 59.7 
B. Limitation accounts and = enterprise funds: 
(1) Office of Defense Lending. ---.-.......-..-.------- of ee a ee 
(2) Government losses in shipment-.............-.-.--|---..-.------- 1 | 
Subtotal, regular annual appropriations, limita- 
tion accounts and publie enterprise funds-_-_-_- 783.6 843. 5 59.8 
C. Permanent appropriations: 
(1) Interest on the public debt _---..-.-..---------.--- 9, 300. 0 9, 500. 0 200. 0 
(2) Interest on uninvested funds----.---...--...------ 9.4 9.6 .2 
(3) Interest, refunding internal revenue collections _- -- 75.2 oo + ae 
(4) Payment to unemployment trust account -_-.-----}--...------.-- 14.5 14.5 
(5) Contributions for annuity benefits, White House 
Police and Secret Service forces-_.....--...--. ---- 3 We Ee bieeia dbewenes 
Pe I toes oat sean nmes iedagwedensa mine nee 20.6 20.8 2 
Subtotal, permanent appropriations. --_-------.- 9, 405. 5 9, 620. 4 214.9 
D. Statutory public debt retirements: (1) Retirements pay- 
able from ordinary receipts and other statutory require- 
Abit tine Gimiduseemeanebndbniiget anh ninesdimes 633.3 yf ae, 
E. Refunds of receipts: 
(1) Refunding internal revenue collections - ---...----- 5, 508. 4 6, 053. 7 545.3 
(2) Refunds and drawbacks, customs -_.--__.___---.-- 24.0 Eh Se ee 
(3) Refund of moneys erroneously received and cov- 
Pi dbeewad tctcnedenkanbaigibbenephiedepaadennt< 1.6 Bots se naceecden 
Total, refands of receipts... ..................- 5, 534.0 6, 079.3 545.3 
Total, permanent appropriations, statutory 
public debt retirements, and refunds of re- 
Nitadunncemecdcnbiostannn brclsaeccwinaden 15, 572.8 16, 333.0 760. 2 
F. Trust accounts (available receipts) -....---.-.----.-------- 13, 561.3 15, 114.4 1, 553.1 
G. Claims, judgments, and private relief acts.__......._.-.--- ne 5.0 —2.0 
H. Inter-American Development Bank-.-..-.--...-....---.--- tL , eee — 280.0 
IE detrusor nikGeneuebacececmans 30, 204. 9 32, 295.9 2,091.1 





Secretary Anprerson. As will be seen from the table, the accounts 


have been grouped into various classifications according to their 
essential purpose or character. In the upper portion of the table are 
shown the accounts which finance the administration and operation 
of the Treasury. In the lower portion of the table are the permanent 
appropriations and trust accounts. The latter groups of accounts, as 
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you know, are not subject to budgetary control and do not require 
annual action by the Congress. 

The regular annual appropriations for operating the Treasury pro- 
vide the funds for performing the many functions and responsibilities 
with which the Treasury is charged—generally, as indicated at the 
top of the table: collecting the revenue from customs and taxes; sup- 
plying necessary fiscal, debt, and banking services; manufacturing 
money; operating the Coast Guard; enforcing laws relating to nar- 
cotics, and the U.S. Secret Service; and directing the affairs of the 
various bureaus through which the work of the Department is carried 
out. 

It is to this group of accounts that I would like to direct attention 
since this is the only area in which administrative control or discretion 
can be exercised in arriving at budgetary judgments. 


INCREASES REQUESTED 


You will see that we are asking for increases in 1961 totaling about 
$60 million, of which nearly $4 million is to cover the Government’s 
share of employee health benefits under Public Law 86-382 approved 
September 28, 1959. 

The bulk of this increase is confined to the Internal Revenue Service 
and the U.S. Coast Guard which, between them, account for nearly 
94 percent of the total increase requested. 

ustoms is asking for $2 million more for some additional personnel 
and 15 new border stations, while the Bureau of Accounts requests an 
additional $1.6 million, most of which is needed to keep up with the 
ever-growing volume of social security checks to be issued. 

The changes in the estimates for the other bureaus are relatively 
inconsequential in the overall totals. 

As this committee knows, the Treasury is primarily a service organ- 
ization. It does not generate its own workload. The volume of work 
imposed upon it grows as the population and the economy of the coun- 
try grow. More work means more employees and larger appropria- 
tions unless it can be handled with greater efficiency by bringing about 
improvements in our ways of doing business. 

We have given the management improvement program our ener- 
getic and enthusiastic attention over the years. We propose to con- 
tinue todo so. But potential savings from this source diminish as new 
and efficient measures are applied. 


INTERNAL REVENUE SERVICE 


The 1961 estimate for the Internal Revenue Service is $393 million. 
This represents an increase of $28.8 million over the appropriation 
for the current year and will provide nearly 3,000 additional average 
positions of employment. 

Commissioner Latham is convinced that the affairs of the Internal 
Revenue Service can be more wisely administered if the goals of the 
Service are stated in terms which will permit the Service’s needs over 
several years to be anticipated by both the executive and legislative 
branches. 


50114--60——8 
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Tam convinced that Commissioner Latham’s plan is sound, not only 
from the standpoint of tax administration, but also from the fiscal 
viewpoint. The 1961 request includes therefore, the first year portion 
of a systematic plan to strengthen tax enforcement over the next 
several years. 

The principal need for additional funds is to make possible a more 
thorough and extensive audit of tax returns and to secure delinquent 
returns, so as to maintain and strengthen the willingness of all tax- 
payers to comply with our voluntary assessment system. 

Part of the funds also is needed to begin installation of automatic 
data processing with electronic equipment. This will permit us to 
remedy serious deficiencies in our existing system that could be over- 
come by manual methods only with tremendous increases in manpower 
and with very heavy increases in payroll, facilities, and other costs. 

The Commissioner of Internal Revenue will discuss his program 
in more detail when he appears before you, and will be pleased to 
explain specifically how he expects to obtain increased revenues with 
comparatively small increases in expenses. 


U.S. COAST GUARD 


The U.S. Coast Guard accounts for nearly half of the total in- 
crease requested for the Treasury in 1961. Our justification for the 
increases in the Coast Guard in these difficult times lies mainly in 
the fact that they have been generated, for the most part, by reasons 
beyond our control; through annualization of increases authorized 
in the regular appropriation for the current fiscal year; by new legis- 
lation; or by long-delayed requirements that have been postponed 
from year to year in the past awaiting more propitious times, but 
for which it is imperative to request funds. 

The budgetary requirements for the Coast Guard are financed by 
four separate appropriations. The total increase requested of $27.1 
million is broken down between these four appropriations as fol- 
lows: 














Million 

Operating expenses $18. 2 
Acquisition, construction, and improvements___-__--________________ 7.9 
Retired pay 5 
Reserve training_.....-.-~-- 5D 
Total 27.1 





Increases for “Operating expenses” include necessary expansion of 
operations and staffing to meet rising workloads; funds for urgent 
maintenance on vessels and shore facilities; provision for increased 
operating and personnel costs; and projects to maintain military 
readiness and to improve Coast Guard’s capability to effectively per- 
form its duties. 

As an example of necessary expansion, the Coast Guard will assume 
the costs of operating eight additional loran stations constructed with 
Department of Defense funds. 

Also, it will provide 20 mobile boarding teams for a limited boat- 
ing safety program, and operate over a thousand more aids to naviga- 
tion to guide our expanding waterborne commerce. 

Increase in staffing has been provided for these programs and to 
improve manning at aviation units and at the lifeboat stations, where 
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the average duty is still 111 hours per week despite improvement 
provided in 1960. 

A small increase will facilitate the approval of vessel plans and 
alterations by merchant marine inspection personnel and plans have 
been made to train 50 more cadets per year at the Coast Guard 
Academy to produce needed career officers. 

The problem of meeting the increasing expense of repairs and re- 
placements for the aging Coast Guard plant is familiar to all of 
us. 

Personnel costs have taken a sharp rise in the current year as the 
result of an increasing number of reenlistments. The men staying in 
the service earn reenlistment bonuses, have greater longevity for pay 
purposes, and on the average have more dependents as they marry 
and raise families. 

It has been necessary to divert maintenance funds and to retard 
advancement in the higher enlisted grades to meet these additional 
costs. A proposed increase will correct the diversion of funds and 
permit normal promotions in 1961. Other added costs are illustrated 
by items for aircraft overhauls and the greater expense of operating 
the more complex new C-130B aircraft. 

To improve military readiness and general performance of duties, 
increases are requested for installation of modern air-search radar on 
nine major vessels and modernization of the last of the UF aircraft 
in the present fleet. 

The “Acquisition, construction, and improvements” request is for 
$31,115,000, an increase of $7,865,000 over 1960. Of this amount, 30 
percent is for vessel replacement, 44 percent for aviation, 18 percent for 
shore stations and aids to navigation, and the remainder for training, 
repair, and supply facilities. 

The aviation program is continuing on a realistic basis along the 
lines established in the Joint Report on Aviation. 

The Commandant, Admiral Richmond, has reviewed this program 
with me and we agree that the replacements recommended by the Joint 
Report on Aviation can be completed in 2 more years. Delay has been 
occasioned by higher costs than anticipated and the necessity of sub- 
ordinating this program to other requirements that are more urgent, 
particularly vessel replacement. We are again this year replacing 
more of our badly deteriorated smaller vessels. The entire construc- 
tion program provides only for the very highest of priority replace- 
ment needs. 

You will be interested in the progress on improvements at the Coast 
Guard Academy. As you know, $2 million was appropriated in 1959 
for necessary improvements in living facilities for the cadets. This 
construction work is well underway with possible completion by next 
August. 

Gus budget estimates for 1961 provide an additional sum of $592,000 
for improvements in academic facilities. This increase will permit 
conversion of present maintenance space into classrooms; construction 
of a separate maintenance building; and completion of a survey to 
establish the proper pattern for the Academy’s future development. 

The increase of $500,000 requested for “Retired pay”, for this ap- 
propriation in 1961 will be required to cover the estimated increase 
expected to occur in the number of persons on the retired rolls. 
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The $16 million requested for “Reserve training” is $500,000 more 
than was appropriated in 1960. This will provide an additional 590 
men for an approximate total of 16,800 in paid training status by the 
end of 1961. 

The total of the Ready Reserve, which includes reservists in paid 
training status and those not in training but subject to recall from 
the active status pool, is expected to stand at 33,250 by the end of 
1961. This is a reduction from the 35,000 level which is being at- 
tained in 1960. 

It now seems evident that in 1961, and for the next few years, there 
will be a marked attrition in our Ready Reserve. This will be due 
to a large loss of reservists who will be completing their 8 years of 
obligated service and to retirement of World War II veteran re- 
servists completing 20 years of service. 

This attrition problem is common to the Reserves of all the Armed 
Forces. Although it will tend to prevent our meeting the goal of 
40,000 reservists for the next few years, the Reserve training appro- 
priation will provide a substantial improvement in the number and 
quality of personnel in active training. These are the men required 
to meet service needs during the first 15 days of mobilization. 

Admiral Richmond will be prepared to discuss these matters in 
detail when he appears before you. 

I would like to pass on now to the Bureau of Customs and the 
Bureau of Accounts which are the only other Treasury bureaus having 
significant increases in the budget estimates for the fiscal year 1961. 


BUREAU OF CUSTOMS 


We are requesting an increase of $2,010,000 for the Bureau of Cus- 
toms in 1961 in the budget estimate of $55,875,000. This increase 
is for three main purposes; namely, 

(1) additional personnel, $546,000 ; 

(2) increased cost of carrying existing personnel, $1,014,000; and 

(3) construction of 15 new border stations, $450,000. 

The increase requested for additional personnel will provide funds 
for 126 new positions to be distributed among several areas of grow- 
ing customs work where they are most critically needed: additional 
liquidators where the backlog of unliquidated entries has continued 
to go up despite the new positions authorized in 1960; additional 
inspectors at various growing sea and border ports including the St. 
Lawrence Seaway and new preclearance points; additional exam- 
iners where the total of unappraised invoices on hand over 30 days 
old continues to climb notwithstanding new positions authorized in 
1960; and additional investigators to extend plainclothes undercover 
work in major seaports. 

The need for additional personnel is now acute. The workload 
continues to go up: More entries; more invoices; more carriers; more 
packages; in fact, more everything. In the “more everything” is 
included an estimated increase of 20 percent in duty collections. 

I am gratified to report that, on the basis of present trends, Customs 
will collect more than $1.5 billion in 1961—well in excess of the high- 
est collection in our history. As in the case of the Internal Revenue 
Service, it is expected that the increase in customs collections will 
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more than offset the increase in budget expenditures requested in the 
1961 budget estimate, . fel 

The principal portion of the 1961 increase, slightly over $1 million, 
represents the added costs in 1961 of carrying our present force of 
customs employees. These added costs are composed of salary in- 
creases for wage board employees; upgrading of certain positions to 
bring them in line with position reclassification standards issued by 
the Civil Service Commission; the Government’s share of new em- 
ployee health benefits, and the net cost of within-grade salary advance- 
ments. 

The other main item of increase of $450,000 ee er the Treas- 
ury’s share of the costs of constructing 15 new border stations, mostly 
on the Canadian border. An equal amount is being included in the 
budget requests for the Immigration and Naturalization Service, 
which Service will jointly share the new buildings. These new sta- 
tions will replace temporary trailers and other inadequate facilities 
and is another step in a ——e program for modernizing and 
improving these facilities which we have discussed before. 


BUREAU OF ACCOUNTS 


The $1.6 million increase shown on the table for the Bureau of 
Accounts actually relates, as you know, to the two separate appropria- 
tions that finance this bureau, one for the Bureau of Accounts proper 
and the other for one of its constituent divisions, the Division of 
Disbursement. 

Approximately $100,000 of the increase is for an increase in reim- 
bursement to Federal Reserve banks for handling an increase in the 
volume of depositary receipts. The greater portion of the increase 
of $1.5 million is for the Division of Disbursement, most of which is 
for the cost of issuing and mailing the steadily growing volume of 
social security checks, 

I spoke earlier of proposed new uses for automatic data processing 
equipment in the Internal Revenue Service. There is a similar pro- 
gram well underway in the Division of Disbursement. We discussed 
with you last year a joint program with the Veterans’ Administration, 
for the centralizing of veterans benefits in Chicago, at which point all 
accounting and disbursing would be performed by the Veterans’ Ad- 
ministration and the Division of Disbursement, respectively, using 
compatible systems of equipment and procedures that would make 
possible maximum economy and efficiency in the use and processing 
of magnetic tape. 

The program is expected to get underway in the month of January 
1960 in a progressive buildup until the new Chicago office will be is- 
suing 9 million checks a month—one-third of all the checks issued by 
the Division of Disbursement. 

The disbursing performed for various veterans activities which will 
be done in Chicago is now being performed in the various field offices 
of the Division of Disbursement scattered throughout the United 
States. Since all veterans benefits accounts will be transferred to Chi- 
cago, it follows that, as the volume is built up in the Chicago office, 
it will decrease by the same amount in the field offices. This means 
that the volume of work remaining in some of the offices, after trans- 
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fer of the veterans accounts, will fall to the point where continued 
existence of the office cannot be justified. 

After a careful review of the impact of this program on each field 
office, it was found that six offices could be scheduled for closing as 
being no longer necessary. The offices affected are those located in 
Cleveland, Ohio; Los Angeles, Calif.; St. Louis, Mo.; Atlanta, Ga.; 
Richmond, Va.; and Minneapplis, Minn. Every effort is being made 
to work out the details of these changes so they will have the least 
possible disruptive effect both on employees and the work. 

The program is a big one and is expected to pay off handsomely by 
cutting costs. However, because of initial outlays needed to estab- 
lish the new office and to convert the present system to the new auto- 
matic data processing procedures, total budgetary savings are not 
expected to show up until the following fiscal year, 1962. 


BUREAU OF TILE PUBLIC DEBT 


The estimate for the Bureau of the Public Debt is $46,850,000 in- 
cluding $5,570,000 for the U.S. Savings Bonds Division. This esti- 
mate is $150,000 below the $47 million currently available for fiscal 
1960, of which $5,500,000 is for the Savings Bonds Division. 

Approximately $150,000 of the estimate requested for 1961 is to 
cover the Government’s share of the employee health insurance pro- 
gram which becomes effective in July of 1960. Were it not for this 
additional cost, the estimated reduction for 1961 would have been ap- 
proximately $300,000 below the current appropriation. 

The reduced amount for 1961 is possible in the face of continuing 
increases in workload, primarily as a result of refinements in elec- 
tronic data processing techniques and procedures. 

Other management improvements resulting from employee sugges- 
tions and methods-and-procedures studies have, of course, played a 
vol in helping to achieve more economical and efficient operations, 

ut the conversion to electronic data processing will be the primary 
instrument for making it possible to absorb rather substantial volumes 
of savings bonds transactions in the future without materially in- 
creasing related costs. 

The electronic data processing equipment has been utilized in the 

rocessing of savings bonds transactions for a little over a year. The 

ast piece of equipment was installed in October 1958 and the complete 

installation has been continuously in a since November 1958. 
During this past year every effort has been made to complete all un- 
processed work necessarily backlogged during the conversion period 
and to improve wherever possible the initial procedures. 

Each year the Bureau has, in its appearances before this committee, 
kept the Congress informed as to the effects of this conversion: the 
reductions in manpower requirements; the organizational changes in- 
volving the closing of branch offices; the establishment of a new office 
in Parkersburg, W. Va.; and, the savings anticipated and realized. 

In the years ahead, it is estimated that work production per man- 
year in processing savings bonds transactions will be gradually in- 
creased, while the overall cost per unit of work will continue to 
decrease. 
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SAVINGS BOND EXCHANGE PROGRAM 


During this current year, the Bureau is faced with several adminis- 
trative problems which bear directly on the exchange of certain sav- 
ings bonds which were not envisioned at the time we appeared before 
this committee last January. 

On November 19, 1959, the Treasury announced an exchange offer- 
ing of series F and G savings bonds issued in 1948, and maturing in 
1960—$1,600 million outstanding—for 434 percent Treasury notes, 
dated July 20, 1959, maturing May 15, 1964, to be issued at 9934 
percent and accrued interest to December 15, 1959. 

We have been pleased with the results of this exchange. Holders 
of approximately $750 million of the $1.6 billion of these bonds re- 
sponded to this offer. This has helped us to stretch out the Federal 
debt but it has, of course, added substantial administrative burdens 
to the Federal Reserve banks in their capacity as fiscal agents of the 
Treasury, as well as to the staff of the Bureau of the Public Debt. 

We also announced a further exchange, effective January 1, 1960 
and thereafter, of series E savings bonds and unmatured series F 
and J savings bonds for series H savings bonds, subject to deferral of 
gain on the exchange for Federal income-tax purposes in accordance 
with the provisions of Public Law 86-346, approved September 22, 
1959. 

It is too early as yet to predict the response that this exchange offer- 
ing will receive. It is clear, however, that the administrative prob- 
lems related to this exchange, as well as the exchange of F and G bonds 
for marketable notes, and the popular issue of 5 percent notes in Oc- 
tober, will add additional burdens to the Bureau. 


U.S. SAVINGS BONDS DIVISION 


The savings bonds program continues to be the keystone of Treas- 
ury’s efforts to manage the public debt soundly by attracting long- 
term savings into Government bonds. With tens of millions of bond 
owners, series E and H holdings had a cash value of $42.5 billion on 
November 30, 1959, and represented approximately 15 percent of the 
$290.7 billion public debt on that day. 

During fiscal year 1959 and in the early months of 1960 savings 
bonds sales were hampered by a general rising. trend in interest rates 
which provided more favorable returns on other forms of savings. 
The less favorable rate on series E and H was reflected in declining 
sales and increased redemptions. 

However, purchases of the smaller denomination bonds, most of 
which are bought by payroll savers, continued at a constant high 
level; the sales loss occurred in the larger denominations, purchased 
chiefly by investors. 

In September 1959 Congress passed legislation authorizing an in- 
crease in the interest return on all E and H savings bonds. Since 
then, the sales and redemption picture has generally improved. 

The amount asked for the Savings Bonds Division for fiscal year 
1961 of $5,570,000 compares with $5,500,000 required for this impor- 
tant activity in fiscal year 1960. It is possible to maintain this pro- 
gram at a relatively low overall cost because of the tremendous con- 











tributions of the volunteer corps made up of thousands of patriotic, 
public-spirited men and women who donate their time, their energy, 
and their influence to selling savings bonds. 


OFFICE OF THE TREASURER 


The estimate for the Office of the Treasurer of the United States 
for 1961 is $17,300,000, which is $200,000 less than the amount appro- 
riated for 1960. Employee health benefits authorized by the Federal 
Smployee Health Benefits Act will cost $50,000 in 1961, so the decrease 
below 1960 would have been $250,000 except for the cost of this new 
legislation. 

Of the $17.3 million requested, $10.8 million, or 62 percent, repre- 
sents requirements for the procurement and transportation of U.S. 
currency to meet the Nation’s currency requirements. 

The funds requested for 1961 will provide for the procurement of 
1,148 million notes—slightly below the 1,184 million in 1960—and 
should allow for approximately a 4 months’ operating reserve of 420 
million notes on June 30, 1961. The reserve at the end of 1960 is 
expected to be 532 million notes. 

Operating expenses of this Office in some areas are expected to 
increase slightly because of the continuing volume increase. The 
number of checks to be drawn on the Treasurer during 1960 is ex- 
pected to be 411 million and this volume will increase to 424 million 
in 1961. The Treasurer, of course, has no adminitsrative control over 
the volume of Government checks issued. 

Last year I mentioned to this committee that we were simplifying 
procedures to reduce expenses for handling claims on account of lost, 
stolen, or forged checks and bonds, and for the redemption of muti- 
lated currency. We have eliminated cumbersome requirements wher- 
ever we could safely do so in connection with small claims up to $500. 
This involves taking some calculated risks, because double payments 
are possible and recovery may not always be made of the small amounts 
involved. 

We have been operating approximately 1 year under these stream- 
lined procedures, however, and we are pleased to report that the settle- 
ment of claims has been accelerated, the paperwork involved has been 
greatly reduced, and we have sustained no losses. 

Also at this time last year there was a heavy backlog of pending 
claims, whereas the work is now current even though the incoming 
volume of claims has increased. 

You will be interested in our progress with the use of electronic 
equipment for the payment and reconciliation of Government checks. 
The joint committee, representing Treasury, Bureau of the Budget, 
and the General Accounting Office, which recommended the installa- 
tion of this system, submitted a final report in August 1959 compar- 
ing costs under the new system with what the costs would have been 
under the old system. 

The report contained findings of governmentwide savings of almost 
$3 million annually, exceeding original expectations by $750,000. The 
estimates for 1961 include a program to install modified electronic 
equipment with greater capacity to handle the increasing workload 
imposed upon the Office. 
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The details will be discussed when the Treasurer and her representa- 
tives appear before you. 


GAO RECOMMENDATIONS 


Last month the Comptroller General of the United States furnished 
to the Treasury a copy of the report, which he submitted to the com- 
mittee, of significant findings developed by the General Accounting 
Office in the course of audits and other examinations in the Treasury. 

Comments were included in this report concerning the recommenda- 
tion that consideration be given to amending present laws to permit 
banks to pay interest on Government funds on deposit in Treasury 
tax and loan accounts. This recommendation has been included in 
General Accounting Office reports on audits of the Treasurer of the 
United States for a number of years. 

It is the position of the Treasury that the earnings of banks on 
balances in the Treasury tax and loan accounts are largely offset by 
the expenses incurred by the banks in issuing and redeeming savings 
bonds, underwriting Treasury securities, and performing other services 
for the Treasury. The Department has a study of the subject under- 
way. We hope to complete the study in the next 30 to 60 days, at 
which time a copy of our report will be submitted to you. 


BUREAU OF THE MINT 


The estimate for the Bureau of the Mint for fiscal 1961 is $5,038,000, 
an increase of $438,000 over the amount appropriated for 1960. You 
will recall it was necessary for us to call upon you to approve supple- 
mental funds in 1960 to help us meet the unprecedented demand 
for coin. Without the approval of those additional funds, it is doubt- 
ful we would have been ails to meet the pre-Christmas demands. 

Our reserve coin inventories are still extremely low. The increase 
requested for 1961 will permit an increase in production to meet the 
heavy demand for coins, and every effort will be made to rebuild in- 
ventories to a safer, more desirable level. The increase also includes 
funds for moving silver bullion from San Francisco to Denver where 
supplies are nearly exhausted and for additional costs arising from 
new employee health service benefits. 

The report of significant findings which the Comptroller General 
submitted to the committee included also a proposal for financing the 
gevtnes of the Bureau of the Mint out of seigniorage and revenues. 

1e proposed method of financing is being studied by the Treasury 
Department in consultation with the Bureau of the Budget and the 
General Accounting Office, to determine the course of action to be 
taken on this recommendation. 


BUREAU OF ENGRAVING AND PRINTING 


As you are aware, no annual appropriation is requested for the 
Bureau of Engraving and Printing since the Bureau conducts all of 
its operations on a completely reimbursable basis, as authorized by 
the Co " 

The total cost of the Bureau’s 1961 operations is estimated at 
$27,201,706. This amount represents a decrease of approximately 
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$800,000 from the actual cost of 1959 operations. This decrease:is due 
primarily to a reduction in the overall requirements of customer 
agencies, partially offset by wage increases to unclassified employees 
in the Bureau and the cost of the Bureau’s contribution in providing 
new employee health benefits. 

The Bureau accomplished additional recurring annual savings of 
$1,360,400 in 1959, primarily as a result of active pursuance of the 
modernization program in connection with the printing of currency 
32 notes to a sheet and the use of automatic coil-processing equipment 
to manufacture coils of 100 postage stamps each. <A fuller discussion 
of these and other projects will be made when representatives from 
the Bureau appear before this committee. 


BUREAU OF NARCOTICS 


The estimate for the Bureau of Narcotics for 1961 is $4,100,000, an 
increase of $20,000 over the $4,080,000 appropriated for 1960. But 
for the costs of the new employee health service benefits for which the 
increase requested will be used exclusively, the estimate for 1961 would 
have been in the same amount as the current year appropriation. 

As in the past, enforcement efforts in this Bureau will be con- 
centrated on the suppression of the illicit narcotic traffic at the inter- 
state and international level, particular attention being given those 
criminals who have banded together in national and international 
drug syndicates. 

The increased penalties provided by the Narcotic Control Act 
of 1956 have had a most beneficial effect. Important dealers are now 
being impressed with the knowledge that one mistake can result in 
a lengthy prison sentence. They have become increasingly wary and 
cunning, and have changed their modes of operation. Therefore, the 
task of developing cases against them has become much more difficult. 

The Bureau cooperates with the several States in assisting in the 
suppression of abuses of narcotic drugs through a training program 
offered to State and local law enforcement agencies, and by close 
working relationships with these organizations. Since its inception 
in 1956, 553 police officers have graduated from the Bureau of Nar- 
cotics Training School. 

The Bureau expects to discharge its responsibilities in 1961 with 
approximately the same agent force as approved for 1960. 


U.S. SECRET SERVICE 


The 1961 estimate for the Secret Service, White House Police, 
and Treasury guard force totals $5,524,000, an increase of $115,000 
over the 1960 appropriations. The increase includes: 

(1) $41,000 estimated to be the cost resulting from the Federal 
Employees Health Benefits Act of 1959; 

(2) projection of salaries of 47 special agents authorized for 9 
months in the 1960 appropriation to a full year in 1961; 

(3) funds for promotion of these special agents after a year in 
grade in accordance with the approved promotional policy of the 
Secret Service; and 

(4) within-grade salary increases which cannot be absorbed 
through personnel turnover. 
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In 1959 the Secret Service received 53,271 cases for investigation, 
an increase of 21 percent over 1958, building up the backlog of pend- 
ing cases to a total of 29,515 as of July 1, 1959. A total of $1,931,302 
in counterfeit notes and coins was seized in 1959 compared to $711,293 
in 1958, an increase of 171 ogee 

It is hoped that once the additional personnel authorized for the 
current fiscal year complete their training and join the operating 
force, the Secret Service may then be able to arrest the rising work- 
load trend and achieve some gradual reduction in the backlog. 

Recently the Chief of the Secret Service called my attention to the 
rapid technological advances in graphic arts which must be recognized 
as creating a potential for counterfeiting on a scale which could have 
serious implications. He recommended, as a new countermeasure, 
and I have approved the establishment of a committee within the 
Treasury to keep abreast of developments in this area and to plan 
and coordinate with the industry such measures as might be necessary 
to prevent these continuing improvements from becoming the tool of 
the counterfeiter. 

The appropriation for the White House Police will provide for 
one position less than the average for 1960. This change will not 
affect post coverage. 

Estimates for the Treasury guard force provide for two positions 
less than the average for the current year, the decrease resulting from 
an adjustment made in post coverage requirements. 


ADMINISTRATION, OFFICE OF THE SECRETARY 


For financing the staff at the departmental level and general de- 
partmental administrative services, we are asking for a total of 
$3,388,000 in 1961, an increase of $88,000 over the amount appro- 
priated for the current year. No change is contemplated in the num- 
ber of employees. The increase requested is solely for cost increases 
over which we have practically no control including: 

(1) salary increases for wage board employees in the crafts and 
reproduction forces ; 

(2) within-grade salary advancements ; 

(3) new employee health service benefits ; 

(4) increase in electricity rates; and 

(5) a small increase to replace some inadequate equipment. 

The wage board increases projected in this estimate in 1961 will 
actually be effective in the fiscal year 1960. These additional costs 
were not anticipated in our current appropriation and it may be 
necessary to seek supplemental funds to cover their cost. 


LIMITATION ACCOUNT, OFFICE OF DEFENSE LENDING 


The limitation account which finances the Office of Defense Lending 
differs from the other operating appropriation accounts, as you know, 
because, in lieu of appropriations, the funds come from the assets of 
the former Reconstruction Finance Corporation which were trans- 
ferred to the Secretary of the Treasury on July 1, 1957, pursuant to 
the provisions of Reorganization Plan No. 1 of 1957. 
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During fiscal years 1958 and 1959, $24.5 million was paid into the 
Treasury as miscellaneous receipts, representing income and proceeds 
of liquidation. Additional payments to the Treasury totaling $19.1 
syed are anticipated in the budget estimates for fecal years 1960 
an :. 

The portfolio of loans, securities and commitments aggregated $56.1 
million as of July 1, 1957. Liquidation thereof durin Fiscal years 
1958 and 1959 represented 38 percent of such total, and a further 30 
percent is expected to be liquidated during fiscal years 1960 and 1961. 
To continue such liquidation, the Office of Defense Lending is request- 
ing a limitation on administrative expenses of $80,000, a reduction of 
$10,000 from the $90,000 authorized for fiscal year 1960. 

This Office also administers the defense lending program under 
section 302 of the Defense Production Act of 1950, as amended, and 
the civil defense lending program under section 409 of the Federal 
Civil Defense Act of 1950. The program under section 302 of the 
Defense Production Act, including administrative expenses is financed 
from. income and through allocations of borrowing authority and is 
not included in the budget which you are considering. 

This committee did not approve an administrative expense allow- 
ance for handling the program under section 409 of the Federal Civil 
Defense Act beginning with fiscal year 1956, and no such expense al- 
lowance has been requested or approved for any subsequent fiscal year. 

As a result, no applications for loans under section 409 have been 
accepted since fiscal year 1956 and our budget for 1961 does not provide 
for any new loan activity. 

This concludes my presentation of the highlights of the budget 
estimates for the Treasury for the fiscal year 1961. Representatives 
of all the bureaus are prepared to — before you to explain the 
requests in greater detail. It is my belief that you will find that we 
have held the increases to minimum levels consistent with the job to 
be done in each individual case. 

Members of my staff are with me and we are ready to answer any 
questions that you may have. 

Mr. Gary. Thank you, Mr. Secretary. 

Secretary Anprerson. May I take this opportunity, Mr. Chairman, 
to say that we have two new staff members. Mr. Lindsay is the Gen- 
eral Counsel for the Treasury and we also have Mr. Weatherbee, the 
Administrative Assistant Secretary, who took Mr. Parsons’ place, and 
that is just so the committee may know who they are. 


BIOGRAPHIES 


Mr. Gary. Thank you, sir. It is customary, Mr. Secretary, for new 
staff members appearing before the committee to file with the com- 
mittee a brief biography which is included in the record for the benefit 
of the Members of Con ; 

Mr. Weatuerser. These are the biographies for both Mr. Lindsay 
and myself. 

Mr. Gary. Thank you. Without objection, they will be included in 
the record at this point. 
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(The information referred to follows :) 


Davin A. LINDSAY, GENERAL COUNSEL OF THE TREASURY DEPARTMENT 


Place and date of birth: New York City, November 24, 1921. Father: George 
N. Lindsay. Mother: Eleanor V. Lindsay (deceased). 

Education: Buckley School, New York City (1936) ; St. Paul’s School, Concord, 
N.H., (1940) ; Yale University (A.B. 1943, Phi Beta Kappa) ; Yale Law School 
(LL.B. 1949, Law Review). 

Married: Elizabeth Ann Austin, June 29, 1946. Children: Eleanor V.; Marion 
A.; David A., Jr.; and Edward A. Residence: 7309 Brookville Road, Chevy 
Chase, Md. 

Brief career summary: 

June 1943: Commissioned an Ensign, U.S. Navy Reserve. Served on U.S.S. 
Koiner (DE331) as gunnery officer, navigator and executive officer. Went 
on inactive duty in June 1946. 

March 1949: Associated with law firm of Davis, Polk, Wardwell, Sunder-~ 
land & Kiendl, New York City. 

January 1957: Became a member of the above law firm. 

January 2, 1958: Assistant to the Secretary of the Treasury Department 
(and head, legal advisory staff). 

August 1959: Nominated by President Eisenhower to be General Counsel 
of the Treasury Department on August 25, 1959, and took the oath of office 
on October 2, 1959. 

Memberships and other activities: Admitted to the New York Bar (1949). 
Member of American Bar Association, New York State Bar Association, and 
Association of the Bar of the City of New York (formerly member of Committee 
on Taxation (1953-55). Member of Board of Education of Lloyd Harbor School, 
New York (1957). 





BIOGRAPHICAL SKETCH OF ARTEMUS E. WEATHERBEE, ADMINISTRATIVE ASSISTANT 
SECRETARY, TREASURY DEPARTMENT 
A. Personal 
Born: February 9, 1918, Bangor, Maine; married ; three children. 
B. Education 


1. A.B. University of Maine, with honors. 
2. Several night and correspondence courses in public administration, foreign 
affairs, law, and military science. 


C. Experience 


1. Bank clerk, part-time and summers during college years. 
2. Federal Government for 20 years with principal assignments as follows: 


(a) Farm Credit Administration: Chief, Classification; Chief, Placement and 
Appointment. 

(b) National War Labor and Wage Stabilization Boards: Director of Personnel. 

(c) U.S. Navy: Active duty, World War II, supply and disbursing officer, United 
States and Europe. 

(d) War Assets Administration : Chief, executive selection. 

(e) State Department: Chief, Foreign Service Recruitment; Chief, Allowances 
Staff ; Deputy Director of Personnel. 

(f) Post Office Department : Deputy Assistant Postmaster General. 

(g) Treasury Department: Administrative Assistant Secretary. 

D. Special recognition 

1. Nominated by university for Rhodes scholarship. 

2. Served an internship in the Federal service as one of about 40 college grad- 
uates selected annually in nationwide competition by the National Institute of 
Public Affairs. 

3. Received Meritorious Service Award at Department of State. 

4. Received Arthur S. Flemming Award from U.S. Junior Chamber of Com- 
merce while at Post Office Department as one of 10 outstanding young men in 
the Federal service in 1956. 
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HB. Memberships 

1. Member honorary societies Phi Beta Kappa, Phi Kappa Phi, Sigma Mu 
Sigma. 

2. Former member of a number of mangement organizations, and participant 
in several special management and personnel activities. 

3. Have been active in several civic and social groups. 


STOCK MARKET DECLINE AND GROWTH IN GROSS NATIONAL PRODUCT 


Mr. Gary. Mr. Secretary, I am sorry I was not abie to be present on 
Wednesday when you appeared before the full committee. I know 
that it is estimated we will have a balance of $4.2 billion in the 1961 
budget. The balance is predicated upon an estimated increase in the 
gross national product which is expected to yield additional revenue 
to the Government. 

Of course, any increase in the gross national product is necessarily 
dependent on the prosperity of the Nation. In that connection I have 
been very much concerned, since the first of the year, with the situation 
in the stock market. 

I notice the stock market has been steadily declining. I think I 
saw a statement the other day that it had declined in 12 out of the 
first 15 days this year. 

I believe it did recover somewhat on Friday of last week, but 
there has been a steady downward trend practically this entire year. 

That would indicate to my mind that Wall Street and the industrial- 
ists are not as optimistic about prosperity and the increase in the gross 
national product as the administration. 

Can you give me any information on that subject ? 

Secretary Anprerson. Mr. Chairman, the budget is predicated upon 
attaining a level in fiscal 1961, gross national product of $510 billion, 
personal income of $402 billion, and corporate profits of $51 billion. 

Now if one looks back at the rate of growth between 1958 and 1959, 
the gross national product increased from $441.7 billion to approxi- 
mately $480 billion; personal income increased from $359 billion to 
approximately $380 billion and corporate profits from $37.1 billion 
to $47.5 billion; so that the rate which we are estimating for the 
growth of the country in the year 1960 to 1961 is considerably below 
the rate that was actually attained in the year from 1959 to 1960. 

Now this is to be expected because in the last half of 1958 and 1959 
we were coming out of a recession. Characteristically, there is a much 
greater increase in the gross national product than one would expect 
to continue, say, as a general policy. 

I will say to you that in making up these compilations we sought the 
advice and counsel of the experts of the Federal Reserve System. 
We sought the advice and counsel of the Department of Commerce. 
We sought such outside advice and counsel as was made available 
through printed documents or data which had been collected. 

We are not as optimistic in our forecasts as some others. The chair- 
man may have seen the forecasts of GNP, which I think was carried 
in Fortune magazine in their December or January estimate, which 
is more generous than this. 

Other business publications have carried other estimates which ex- 
tend somewhat beyond ours. 

I do not believe that I could assign any precise reasons for the 
changes in the quotations of the stock market, but I think a number 
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of things might be taken into consideration. One of them is that 
the announcement of the budgetary surplus takes away from the minds 
of people the feeling that we are to have growing inflationary pres- 
sures, and people who come to invest particularly in what is known 
as growth stocks and who tend to be influenced by what they think 
is going to be the temporary tide would not so willingly enter the 
market, I think, in periods in which there was an evidence of a surplus. 

One would also have to consider the fact that the yield on short- 
term Treasury securities has gone up to a very high level and there 
may very welts some disinvestment of people who have been holding 
stocks where the yield was below the yield of short-term Governments, 
believing they could buy short-term Governments at present and then 
reassess their situation further along the line because short-term 
Governments are always very readily converted into money. 

I think, on the other hand, one must consider the fact that in the 
beginning of the year there is a tendency for some profit taking because 
most of the people pay their taxes on a calendar-year basis, and thus 
they would have profit taking in January. 

Another reason, of course, that one would have to take into account 
is the necessity of individuals to meet the January 15 income-tax 
payments or to make preparations for income-tax payments which will 
come at some later date. 

We realize that there is a great hazard in trying to guess 18 months 
ahead as to the performance of an economy, but we do believe yet, 
as of now, that the estimates on which the budgets are based are 
practical ones—reasonable ones to be attainable. 

Mr. Gary. You do not believe then that the situation in the stock 
market reflects any lack of confidence by investors in the continued 
prosperity of the Nation ? 

Secretary Anperson. I think it is more of a market situation and 
not a reflection of a lack of confidence in the overall growth of the 
economy. 

Mr. Gary. When you say “market situation,” do you mean a tem- 
porary situation ? 

Secretary AnpERson. Yes; influenced by the sort of things I pointed 
out which investors will take into consideration. 


GOLD RESERVE 


Mr. Gary. What is the status of our gold reserve now ? 

. \ neat Anperson. As of today we have approximately $19.5 
illion. 

Would you want the precise figure ? 

Mr. Gary. If you please. 

Secretary Anperson. $19,454,693,501.22. 

Mr. Gary. How does that compare with a year ago? 

Secretary AnpERSON. It is down approximately $1 billion. 

Mr. Gary. Does that mean $1 billion in gold has gone out of the 
country during this past year ? 

Secretary Anperson. It means that $1 billion of gold have been sold 
to other foreign central banks, foreign central governments. 

Off the record, if I may. 

Mr. Gary. Off the record. 

(Discussion off the record.) 
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Mr. Gary. Well, there has been great concern on the part of a num- 
ber of our people over the loss of our gold reserve. Do you consider 
that it has reached serious proportions up to the present time? 

Secretary Anperson. Mr. Chairman, this merely emphasizes the 
continuing growth and development and expansion of total world 
trade and the role which the United States has come to play in the 
financial scheme of all the free world. 

Again, off the record, if I may. 

(Discussion off the record.) 

Secretary Anperson. I want to make it very clear for the record, 
that I do not think that there is any lack of confidence on the part of 
anyone insofar as our system is concerned, nor do I think there have 
been any gold movements in the last year because of any lack of con- 
fidence. They have been in response to very normal movements, I 
mean very normal judgment made by countries whose economies have 
expanded and it is necessary to expand their own reserves. 

The problem with which we are confronted and the one to which 
we must address ourselves is of maintaining the confidence we now 
enjoy both at home and abroad. I think we can maintain that con- 
fidence and I think it is our obligation that we do maintain it. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Secretary Anprerson. The problem of the status which the United 
States occupies, both as a world banker and as the furnisher of re- 
serve currencies to the world and the significance which this posi- 
tion has for both our foreign and domestic economies was quite fully 
discussed before the full committee in my appearance recently. I 
will be glad to amplify that discussion to any extent that it would be 
desirable on the part of the members of this committee. 

Mr. Gary. I do not think that will be necessary, Mr. Secretary. I 
was unable to be at the full committee meeting because of illness, but 
the hearings of that meeting will be printed and I shall read the dis- 
cussion in the hearings. 

Mr. Passmay. I attended the morning session of the meeting of the 
full committee last week and I was called out of the city and could 
not attend the afternoon session, so there is one question which I par- 
ticularly want to ask the Secretary. If I recall correctly, using round 
figures, you stated we had gold reserves of approximately $19 billion 
and that foreign central governments had a claim against that total 
of some $9 billion. 

Secretary Anperson. Yes, sir, approximately. 

Mr. Passman. Additionally, the foreign nationals and foreign banks 
also held American dollar credits in the amount of some $7 billion, 
and they did not have a direct claim against the gold. 

Secretary Anprrson. That is correct. 

Mr. Passman. But if a foreign national should transfer his dollars 
over to a central foreign bank or central government, then that would 
place the foreign central government in a position to requisition gold 
against that amount: would that be true? 

Secretary ANperson. That is correct. 

Mr. Passaan. So the direct and indirect, or legal, claims against 
U.S. gold could be $16 billion, rather than only $9 billion, in the event 
of such maneuvers ? 
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Secretary ANDERSON. That is correct. 

Mr, Passman. And if that should take place, and, of course, it 
doubtless would only take place if the foreign governments should lose 
confidence in our fiscal stability, they could withdraw, under such 
conditions, $15 billion of the $19 billion reserve; could they not? 

Secretary AnpErson. They could exert claims to the extent of what- 
ever was converted from the holdings of private individuals to the 
holdings of the central banks. I think it 1s important here that we 
point out that international commerce tends to be carried on in dollars 
rather than in gold. This is because the dollar is fully convertible. It 
enjoys the confidence of the people. It is much more easily trans- 
ferred than would be gold. for example, when we were increasing 
the subscriptions to the World Bank into the Monetary Fund, the 
calculations were based upon the value of the dollar rather than from 
the value of gold, and this only emphasizes the importance which 
the dollar has assumed in representing international standards of 
value around the world. 

Mr. Passman. May I go off the record ? 

(Discussion off the record.) 

Mr. Passman. I think the law requires that we maintain a certain 
a in the gold reserves, which amounts now to about $12 

illion ¢ 

Secretary Anperson. The law requires that we maintain a reserve 
of 25 percent against outstanding Federal Reserve notes and Federal 
Reserve deposits. 

While this will change with the number of outstanding notes and de- 
posits, currently about $12 billion is required to provide this coverage. 

Mr. Passman. And in the event the central governments, with 
their claims, consolidating that total with the chine of nationals 
which could be converted over to the central governments, and taking 
the most pessimistic view that we could, this means that there would 
be $16 billion in claims against the $19 billion reserve? I mean that 
is entirely a pessimistic view and an outside possibility, but such a 
condition could exist; could it not? 

Secretary Anperson. It is a technical possibility. Of course, we 
would never expect to see such a situation. 

Mr. Passman. Thank you, Mr. Chairman. 


DISPOSITION OF GOLD COINS 


Mr. Gary. Mr. Secretary, I have an inquiry here from a constit- 
uent who wants to know what has been done with the gold coins 
called in by the Government. He wants to know if they have been 
melted into bars or will they eventually, if we go back onto the gold 
standard, be put back into circulation ? 

Secretary Anprrson. All of the gold coins that have been called 
in have been melted into bars, put into gold reserves; however, I think 
the chairman and the constituents should remember, as I am sure 
you know, we do allow gold coins to be held as collector’s items, and 
this sort of thing, so there are still some gold coins outstanding; but 
those which have been called in have been processed and put into 


bars. 
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ENFORCEMENT OF NARCOTIC LAWS 


Mr. Gary. Mr. Secretary, in your statement with reference to the 
Bureau of Narcotics you stated : 

As in the past, enforcement efforts in this Bureau will be concentrated on 
the suppression of the illicit narcotics traffic at the interstate and international 
level, particular attention being given to those criminals who have banded 
together in national and international drug syndicates. 

I want you to know that I personally am thoroughly in accord 
with that policy. 

While I was overseas this fall on a foreign-aid inspection I was 
concerned to see in one of the papers that the mayor of New York 
had appeared before a Senate committee and had advocated greater 
Federal enforcement of the narcotics laws as a means of curbing 
juvenile delinquency. It so happens that the Federal Government, 
and practically every State government in the United States, except 
New York, and California, has adopted stringent narcotic enforce- 
ment laws. New York has not done so. 

During our hearings last year when Dr. Anslinger appeared before 
this committee, it was brought out that a great many of the narcotics 
violators in New Jersey had moved to New York for the purpose of 
avoiding the more severe penalties under the New Jersey law. 

He also testified that California had been somewhat backward in 
adopting stringent legislation. I sent copies of these hearings to the 
Governors of New York and California and received very nice replies 
from them which stated that both of the States were considering that 
problem in their legislative programs. I do hope that the Federal 
Government will not be stampeded into trying to enter into a full- 
scale local enforcement of the narcotics laws because, in my judgment, 
if we are going to have successful enforcement, we must rely upon 
State and local enforcement agencies, rather than upon the Federal 
Government. 

It would be a tremendously expensive program for the Federal 
Government to try to do the local enforcement job, and I do not think 
it could possibly be successful. I hope that your department will 
resist any attempts to shift responsibility for local enforcement to 
the Federal Government. 

I think Dr. Anslinger has done an excellent job. I may add that I 
made some personal inquiries in the Far East this past fall when I 
was in Tokyo, Hong Kong, and Taipei; and I found that the Treasury 
Department, through the Customs and the Narcotics Bureaus, is doing 
a good job out there in trying to break up the exportation of narcotics 
to the United States. I think that is a very important part of the 
Federal program, but I hope we will not try to get into the local 
enforcement program any more than we are at the present time. 

Secretary Anperson. Mr. Chairman, I am sure that detailed testi- 
mony, which will be given before the committee, will reassure that we 
are depending to a maximum extent upon the local law enforcement 
officers and at the same time offering to them every facility of coopera- 
tion that we can. 

Secretary Flues has made two trips into the Middle East to confer 
with the officials of other governments, particularly those in which 
there is a source for narcotics, and I am sure that you will be gratified 
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by his report as to the degree of cooperation which we are receiving 
from those countries. 

Mr. Gary. Well, that was the information I received that you are 
getting very good cooperation. 


CHANGES IN BUDGET FORMAT FOR 1961 


Now, as I understand it, Mr. Secretary, you are making some changes 
in the format of the budget for 1961. Can you give us any informa- 
tion on that? 

Secretary Anperson. I am sure that what the chairman refers to is 
the expenditure limitation that we have. 

Mr. Gary. That is one item. The other is the foreign currencies 
appropriation. 


EXPENDITURE OF FOREIGN CURRENCIES HELD BY UNITED STATES 


Secretary AnNperson. Yes. In the field of the foreign currencies we 
have been making recommendations that these currencies be channeled 
through the Appropriations Committee and that each of the agencies 
be charged with the foreign currencies which are expended. 

Mr. Gary. Is that going to relieve the Treasury of any of its respon- 
sibilities in the handling of foreign currencies? 

Secretary Anperson. No, sir. It will not relieve us of any respon- 
sibility. It is simply a better method of accounting. It is really the 
treating of foreign currencies like money and while there are limits 
beyond which nonconvertible currencies cannot be utilized, we think 
they should be utilized to the maximum and we think that they should 
be scrutinized by the Appropriations Committees as are other funds 
expended by the Government. 

Mr. Gary. Will the Treasury Department still retain responsibility 
for these funds as they do now ? 

Secretary ANDERSON. Yes. 

Mr. Gary. And they will be paid out of the Treasury on appropria- 
tions just as other funds in the Treasury; is that the plan ? 

Secretary AnpErsON. That is correct. 

Mr. Gary. That will afford a better accounting of those funds than 
we have had in the past ? 

Secretary Anperson. That is correct. 


FOREIGN CURRENCY HELD BY THE UNITED STATES 


Mr. Gary. The Fairless Committee, appointed by the President of 
the United States to study the foreign aid program, made a report 
about 2 years ago in which they expressed very considerable concern 
over the growing amount of these foreign currencies owned by the 
United States. They felt it was not a healthy situation for the United 
States to own too much of the currency of foreign countries. 

Do you have any views on that situation ? 

Secretary Anperson. Mr. Chairman, the growth of the foreign 
currencies which were held by our Government is one of the reasons, 
or, I will say, is only one reason beyond the proposals which we made 
for the International Development Association in an effort to try to 
find a mechanism whereby the local currencies might be used in con- 












50 


junction with other more hard and convertible currencies to bring” 
about the development of worthwhile projects which now might not be- 
developed because of marginal requirements. 

While the International Development Association is still in the 
process of being discussed by our Government and other Governments,. 
one of the provisions which is in the proposed articles of agreement 
would provide that our Government might make, or any government 
might make available to the International Development Association, 
as an affiliate of the World Bank, foreign currencies which it held 
in surplus amounts, upon such terms as might be agreed to between 
the contributing country and the International Development Associa- 
tion. 

These currencies would then be utilized with convertible currencies 
or with hard currencies in making some project possible which other- 
wise might have been considered so marginal that the International 
Bank, as such, would not have taken it. 

There is a problem, of course, to the extent that we acquire the 
currencies of other countries, and I think we have to gain some 
more experience as to how we can utilize them most profitably. 

Up to now, I think the International Development Association is 
probably the best suggested outlet for them. 

Mr. Gary. You do not think they have reached a dangerous pro- 
portion thus far? 

Secretary AnpErson. For the most part, no, sir. 


ACCRUED EXPENDITURE LIMITATION 


Mr. Gary. Now another change that you are suggesting is the: 
accrual of expenditure limitation. Can you give us some information 
with reference to that ? 

Secretary Anperson. This, again, Mr. Chairman, is simply a tech- 
nique by which we thought the funds would be more closely examined 
and would permit closer congressional control over annual expendi- 
tures. 

It is a suggestion which we make for only one of our agencies in the 
belief that all of us should have exercised whatever abilities we have: 
to try to achieve better controls, both operating and examining con- 
trols, before the expenditure of public funds. 

Mr. Gary. You are making that with reference to the Coast Guard ? 

Secretary Anperson. Yes. 

Mr. Gary. Is that the only agency that has developed a system of 
accrued accounting ? 

Secretary Anperson. That is the only one we are recommending; 
yes. sir. 

” Mr. Gary. It is the only agency that has established a system of 
accrued accounting from which accrued expenditure budget limita- 
tions could be set up; is it not? 

Secretary Anperson. Well, all of the bureaus are gradually coming 
toward accrued expenditures, but this is the one that is furthest 
advanced. 

Mr. Gary. That is the only one in the Treasury Department, I 
mean ? 
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Mr. Herreirincer. We have accrued accounting in other bureaus 
where you have mostly salaries and expenses to accrue. It is not as 
difficult as it is in the Coast Guard, of course. 

Mr. Gary. What do you estimate it is going to cost the Coast Guard 
to put the accrued expenditures limitation into operation ? 

Mr. Herreirincer. I think Colonel Johnson said it was $60,000 for 
their estimate this year. 

Mr. Gary. $60,000 is their estimate this year. 

Mr. Jounson. $60,000 in the 1961 estimate. 

Mr. Gary. For that purpose? 

Mr. Jounson. Yes, sir. 

Mr. Gary. What is going to be accomplished by it ? 

Secretary ANpERSON. Well, the objective will be to get closer control 
over it both from the administrative standpoint and from the con- 
gressional standpoint. 

Mr. Gary. Is it not true that the higher you get the less effective 
the accrued expenditure limitation becomes ? 

Secretary Anperson. The higher ? 

Mr. Gary. Yes; the higher the echelon as you go up in the control 
level. For example, at the congressional level, where you have items 
that cannot be constructed within 1 year, you have to do one of two 
things. You either have to appropriate money for the complete proj- 
ect or you have to set up contract authorizations. 

Secretary Anprrson. Contract authorizations. 

Mr. Gary. Yes. Now we have tried contract authorizations before 
and it does not work. It might work at the lower levels, but at the 
congressional level a Congressman will vote for contract authoriza- 
tions sometimes when he will not vote for an appropriation; there- 
fore, it encourages the spending of money we think rather than 
limits it. 

Secretary Anperson. There are always differences of judgment, 
Mr. Chairman, as to how these techniques can be employed, and I 
think one test. to be assumed is that they are going to be employed to 
the maximum degree of their efficiency if you are going to employ 
them at all. 

Now when you get into practical considerations there may be diffi- 
culties, which the chairman and others have become aware of, but I 
think from the standpoint of having a realization of both what you 
are currently spending and what you have as an accrued indebted- 
ness, if carried to its logical conclusion, I think it would be a closer 
control 


JOINT ACCOUNTING IMPROVEMENT PROGRAM 


Mr. Gary. You have issued this year a report of the joint account- 
ing improvement program. Is this your joint program that you have 
had in operation ? 

Secretary ANpERSON. Yes, sir. 

Mr. Gary. Is there anything new or significant in that develop- 
ment this year? 

Secretary Anperson. I do not think there is any really new pro- 
gram here. It is the slow process of making progress in the field of 
trying to get some general standards of accounting. 

Mr. Gary. The joint program is still in operation ? 
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Secretary AnprERsON. Yes, sir. 

Mr. Gary. And it is expanding? 

Secretary Anperson. Yes, sir. We are trying to work diligently 
at a task in which the progress is slow. 


GAO RECOMMENDATIONS 


Mr. Gary. Will you discuss briefly for us the recommendations of 
the GAO, Mr. Secretary, with respect to the Bureau of the Mint and 
the Office of the Treasurer ? 

Secretary Anperson. This is a program which we now have under 
active study. I would like to suggest that Secretary Robbins, who 
has the responsibility for the Mint, might apprise the committee of 
the status of our work thus far. 

Mr. Rossrns. Has the chairman seen the report of the General Ac- 
counting Office making that recommendation ? 

Mr. Gary. Yes. 

Mr. Rogsins. We felt that it involved a good many points pro and 
con and we wanted to study it very carefully before arriving at a 
conclusion. We have been working on it with the General Accounting 
Office and the Bureau of the Budget, but we have not yet approached 
any final conclusion. 

Mr. Gary. What about the recommendation with respect to the 
Office of the Treasurer ? 

Secretary Anperson. This was a suggestion that we charge the 
banks a rate of interest on the deposit that we carry with them. Mr. 
Chairman, this has been a recurring concern and it has been the 
subject of a number of recommendations by the General Accounting 
Office. We have held many conferences with them on it. 

Frankly, the banking system in this country performs a great many 
services for which they receive no compensation. They handle the 
issuance and the payment of our savings bonds involving millions of 
transactions. They, to a large extent, underwrite the Government 
securities which we sell. They perform a number of other services. 

We have always felt that the earnings which might result. from 
the carrying of the tax and loan accounts are offset by the kind of 
activities which we ask the banks to perform for us, which they: prob- 
ably would not be willing to perform if at the same time we charged 
interest on the deposits which we carry in our tax and loan account. 

Last year sometime we had a quite exhaustive exploration of the 
subject with the General Accounting Office. We agreed with Comp- 
troller General Campbell, in order to try to make some resolution of it 
that we should try to get at the question of how much the earnings 
amount to on the one hand and how much the service is that they are 
furnishing on the other hand, and what would be some measure of 
equity between the two. Accordingly we have undertaken a survey in 
which we have sent out all over the country questionnaires asking for 
information which will be submitted to us in a form and in a manner 
that was approved by the General Accounting Office before it went out. 

When these are returned to use, then we will make some evaluations, 
make some judgments on it, and at that time we will submit a report 
to the committee. 

There is one facet of this thing that I think the committee ought to 
bear in mind quite apart from whether you would balance the equities 
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with exact nicety between the payment of interest on the one hand, to 
the banks, and the services which they perform on the other hand. 

I think we ought to remember that in 1933, or in the 1930’s let me 
say, we went very carefully into the subject of whether or not it was 
proper and desirable from the standpoint of the banking system to 
pay interest on demand deposits, and we decided as a matter of na- 
tional policy, and the Congress prohibited, the payment of interest on 
demand deposits in this country. 

This had been a subject of great abuse. Banks, in their very com- 
petitive efforts to increase their deposits, paid interest and engaged in 
practices which were thought to be inimical to the banking system. 

Now it seems to me we must be very cautious in coming back to a 
system in which we are going to say you must pay interest on de- 
mand deposits of the U.S. Government and not pay interest on de- 
mand deposits of other depositors because a great many of them have 
substantial depositors on the private side as well as on the public side 
and while this is a matter which has to be considered in a careful way, 
I think it has to be kept in mind that we have seen this process of pay- 
ing interest on denial deposits abused. 

We will be furnishing the report, Mr. Chairman. 


APPORTIONMENT OF FUNDS TO THE SECRET SERVICE 


Mr. Gary. I have a letter dated December 11, 1959, signed by the 
Director of the Budget to the Speaker with reference to the deficiency 
apportionment to the Secret Service. Can you explain that? 

ecretary ANnpERSON. This was for the travel expenses of the Secret 
Service agents engaged in the protection of the President on the recent 
trips he has just made. 

Mr. Gary. You had to apportion more than they had originally 
planned ? 

Secretary Anperson. Yes, more than they had originally thought, 
and we may very well have to ask for some additional funds because 
_ all of these past and proposed trips were contemplated in our 

udget. 

Mr. Gary. Has there been any violations of the antideficiency laws 
in the Treasury Department during the past year? 

Secretary Anperson. No, sir; not by the Treasury. 


POSSIBILITY OF PERSONNEL REDUCTION 


Mr. Gary. In consideration of the urgent need to restrict Federal 
payrolls, can you suggest any pag in the Treasury Department 
where personnel reductions might be imposed to offset the increases 
requested in the Internal Revenue Service, the Customs Bureau, and 
several other bureaus ? 

Secretary ANpErson. Mr. Chairman, frankly, at this moment I can- 
not. We keep the personnel of the Treasury under about as close 
surveillance, I think, as is possible. None of the bureaus are allowed 
to increase their personnel ceilings without consultations with the 
secretarial group. These come initially to Mr. Scribner. They nor- 
mally come from Mr. Scribner to me. I will say that some of our 
groups have thought we have been a little unreasonable in not allow- 
ing them some increases in personnel, but I do not know of any off- 












54 


sets that could be made against the increases proposed for the Inter- 
nal Revenue Service and Bureau of Customs. 

Mr. Gary. What are your future prospects in that respect? 

Secretary Anperson. The only answer I could give, Mr. Chairman, 
is that it would depend upon the extent to which we can utilize elec- 
tronic equipment. Now the volume of check handling, the volume of 
items that have to be held in financing the public debt, the volume of 
cases that come to the Secret Service, the volume of work that is being 
done by the Coast Guard, particularly under this new Small Boat Act 
and the loran program, the volume that is increasing in the Revenue 
Service, and the Customs Bureau, all of that is increasing because we 
have an increasing economy. 

As I point out in my statement, being a service organization, we are 
one of the few organizations that does not generate its own workload. 
We have to perform services that are required. 

I said, in my testimony before the full committee the other day, 
that if one single check going to a person who expects it on a certain 
day, say for social security or for some other reasons, happens to be 
late, the volume of inquiries that come to us and come to thé Gangress 
and everyone else is just tremendous, which emphasizes the degree to 
which the people of our country have come to rely on getting their 
money on time and having the Treasury operate on the highest degree 
of efficiency. 

Now, if it were not for electronic equipment, we would not be able 
to operate under these present levels, but I think that the only hope 
Tcan hold out for the future is that we will have to have more mechani- 
cal and electronic equipment than we now have if there are going to 
be any substantial reductions. 


SAVINGS BOND EXCHANGE PROGRAM 


Mr. Gary. Do exchanges of savings bonds create as much of a work- 
load in administering the public debt as the issuance of new bonds? 

Secretary Anperson. I think about the same. 

Mr. Gary. What classes of bond owners benefit mostly from the con- 
version program ? 

Secretary ANperson. Well, I think the people who have the greatest 
benefit probably are the holders of E and H bonds and some of the F’s, 
J’s, and K’s, which were acquired by individuals who expected to 
utilize those funds in their older age to help pay for part of their 
living expenses. As they held the bonds for a number of years, when 
they would sell them, all of the tax would accrue at one time. They 
did not pay the current interest. The only way in which the holders 
could realize their benefits was to sell the bonds and pay the taxes, 
so I think now that the greatest benefit accrues to those people who 
would want to trade in their accrual-type E’s and F’s and J’s and 
get the H bonds, which will pay interest on a current basis, and they 
can make this exchange by the tax deferral without paying the tax 
at the time of the exchange; and from the standpoint of the other 
bonds, which we offered to exchange the notes for, this was a net 
advantage, I think, to the Treasury, because they were outstanding as 
demand obligations and they might come crowding into the Treasury 
at a very difficult time, and the extent to which they were exchanged 
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for notes we now have them pegged, so that we know when they are 
going to become due and they do not stand out as a demand obligation 
against us. 

EFFECT OF VOLUME OF MONEY ON INFLATION 


Mr. Gary. Does the coinage activity of the mint have any effect 
insofar as the percentage or the price of money put into circulation 
each year in the country ¢ 

Secretary Anperson. You are comparing our coinage with paper 
money, the total amount of money represented by all types of paper 
money and coin ? 

Mr. Gary. Yes, and with the total in circulation. 

How does it compare with the total in circulation? What I want 
to know is: What impact might the additional money placed in cir- 
culation have on the problem of inflation ? 

Secretary Anperson. Well, Mr. Chairman, the volume of money 
which we would print in the Bureau. of Engraving and Printing, 
or the volume of money which would be coined or minted would not, 
within itself, have any effect on inflation. It is the rate at which it 
comes into the stream of business activity, and the way in which it 
comes into the stream of business activity. If, for example, we should 
sell securities to the Federal Reserve System, and the Federal Reserve 
System should pay for those securities by delivering Federal Reserve 
notes, then the effect would be very substantial, because you have a 
ratio when you create new Federal reserves, new reserves, of going up 
to about 7 to 1. 

If, on the other hand, the volume of currency increased simply be- 
cause of the increased demand for currency to meet an expanded busi- 
ness operation in some part of the country, it would not have an in- 
flationary effect. 

If one looks at the outstanding currency in the months preceding 
Christmas, for example, you will find that the total outstanding cur- 
rency greatly exceeds the amount in January and February. 

This is because people are getting money for Christmas gifts, they 
are taking their money to buy merchandise, and there is a much 
greater demand for the currencies, but when that demand ceases, 
and the banks get an excess amount of cash on hand, then the cash 
is returned to the Federal Reserve System, or otherwise used to buy 
investments. 

Then there will not be anything earned, in so long as they stay in 
vaults. There is a constant inflow and outflow, but this is not regu- 
lated by the amounts which the mint will issue or print. What we 
try to do in terms of printing Federal Reserve notes, is to have in all 
the Federal Reserve banks all over the country an adequate supply. 
This adequate supply is measured in part by how much you expect 
the country to utilize. If we felt that we were on the verge of having 
a war, such as during the Korean incident, the volume of money 
stored in the Federal Reserve banks will increase because you want 
to be sure if you do have something like this the currency is available. 

By the same token, we try to have an adequate supply of coins, and 
these, too, have to be scattered all over the country, but they flow in 
and out of the banking system in relation to the demands of the 
economy. 
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ESTIMATES OF GOLD RECEIPTS AND DISBURSEMENTS FOR 1960 AND 1961 


Mr. Gary. What is the significance of the sharp reduction in the 
estimate of gold receipts and disbursements in 1960 and 1961 as com- 
pared with 1959 ? 

Secretary ANpERsON. Well, in the 1958-59 period, the United States 
had very large gold stocks, some of which was acquired during the 
Suez crisis when some people had sent large amounts of funds to us 
for safekeeping. They did not know how much the difficulty would 
spread around the world. We were expecting, during the Suez crisis, 
a very large amount of goods that we would not otherwise export 
because the Suez Canal had been closed and we were trying to furnish 
fuel, coal, and oil, and other finished products to our Western Euro- 
pean allies. 

Following that period, when the world became more stabilized, some 
of the countries which had traditionally held a part of their reserves 
in gold felt they wanted to rebuild their gold reserves in order to give 
further confidence to the people who held their own currencies. 

Also, during the period of the recession, the interest rates on short- 
term Government securities were very low. They fell below 1 
percent. 

So the countries would say to themselves: “Now is a good time, 
since the investment of dollars does not bring a very rich reward, for 
us to repurchase gold.” 

This, I think, was one of the reasons for the large amount of $2,300 
million going out in 1958 as compared to the $1 billion going out in 
1959. 

APPROPRIATION FOR INTEREST ON THE PUBLIC DEBT 


Mr. Gary. Mr. Secretary, in your appearance before the full Com- 
mittee on Appropriations on January 20, you stated, in response to a 
question from the distinguished gentleman from Texas, Mr. Mahon, 
that the appropriation for interest on the public debt should, in your 
judgment, be continued as a permanent appropriation rather than 
converted to an annual appropriation. 

Would you take the same position if interest on the public debt 
should, at some future date, constitute a larger percentage of the an- 
nual budget than it now does? 

Secretary ANperson. Yes, sir; I would. This is an obligation 
which we know we are going to pay. There has been a continuous 
permanent appropriation out of any unexpended funds for the Treas- 
urv since 1847. I could not envision what might some day be called 
a delay in appropriations, but if there ever should occur a delay, and 
interest payments not be made on the day they were expected, I would 
think you would impair the credit of the United States; and this 
could occur, not through any fault of the Congress or the fault of 
anybody else but simply by the happening of events. 

T think the total interest payments, regardless of whether the total 
interest’ payments increase, ought to be on a continuing basis and 
not on the basis of an annual appropriation. 

The real significance of Congressman Mahon’s proposal was to 
focus attention on the amount of interest which we pay. I think my- 
self that we ought to utilize some other technique of focusing that 
attention rather than to run any risk that through the legislative 
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process there might be delays that would result in a late payment of 
interest on our obligations. 


CAPITAL IMPROVEMENTS AT THE COAST GUARD ACADEMY 


Mr. Gary. For the last 2 or 3 years, Mr. Secretary, the Board of 
Visitors at the Coast Guard Academy has recommended certain capital 
improvements at the Academy, the total of which would run around 
$6 or $8 million. There has been a rather insistent demand on the 
part of certain people that appropriations be made to take care of those 
improvements. 

Congress did appropriate $2 million to take care of the new dormi- 
tory building which is now under construction. I notice it is dis- 
cussed in your statement. 

What other improvements are recommended for 1961 ? 

Secretary Anperson. Mr. Chairman, let me say, in the first place, 
that our interest in the Coast Guard Academy is a very genuine one, 
and one which occupies a very high priority in our opinion. We are 
proceeding as rapidly as we can with the expenditure of the $2 million 
which was appropriated to provide the additional dormitory, messing, 
and recreational facilities at the Academy for the cadets, as you have 
mentioned, 

We are including in the budget this year $592,000 for further im- 
provements at the Academy. This will mean additional classrooms, 
additional classroom and laboratory space, and the altering of some 
facilities so as to make them more usable. It will also weenie a study 
survey of future Academy needs. 

As the chairman and the committee know, we have also removed 
the Coast Guard Officer Candidates School and the Reserve training 
facilities, so as to relieve some of the pressure that was at the Coast 
Guard Academy before. 

I can assure you that each year we will examine our program care- 
fully. I wish it were possible, in a country like ours, to do all of the 
desirable, whenever it is desirable, but I think we have to be gov- 
erned and guided by the philosophy that we do all that is necessary 
in any one year and as much of the desirable as we can afford to do, 
and maintain a sound, economic system, because I always keep in the 
back of mind that unless we do have a sound economic system in our 
country, most of the things that are desirable are not going to be 
accomplished. 

Mr. Gary. I agree with you thoroughly, Mr. Secretary, and I want 
to say that I served on the Board of Visitors which on several occa- 
sions recommended these expenditures. I know they were recom- 
mended as long-term improvements that we thought ought to be made 
as rapidly as conditions would permit. I know there are many press- 
ing needs, but I am frank to say that it does make my blood boil when 
I see the Coast Guard having to go out and raise money from its own 
members for a chapel at the Academy, and then see the Government 
spend millions of dollars for a chapel at the Air Force Academy in 
Denver, which is a monstrosity. 

Secretary ANnprerson. That does not make me very happy either. 

Mr. Gary. Thank you very much, sir. 
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Mr. Canrietp. Mr. Chairman, if I may interrupt, I would like to 
say this: 

Mr. Secretary, I wonder if you, as Secretary of the Treasury, and 
Mr. Stans, as Director of the Budget, realize, even in part, the impres- 
sion that you both made on the 50-man Appropriations Committee 
when you appeared before that committee last week to discuss the eco- 
nomic health of our country and financial policies of our Government. 

I think that your presentation, that is, as was made both by you 
and Mr. Stans, and your responses to the questions that were directed 
to you, makes a document that ought to be read widely at home and 
abroad. You did a terrific service, I believe, to the people of the 
United States. 

Secretary Anperson. Thank you, sir. 
Mr. Canrtevp. And good, wholesome results will flow therefrom. 


GROWTH OF THE FEDERAL BUDGET 


Now, Mr. Secretary, I believe there was some reference made to a 
syndicated column written by one Sylvia Porter. I would like to read 
her column, and I think you once said—or some other Treasury Chief 
said—that she wrote quite objectively. 

In her column of this day, among other things, she said : 

The only way to judge the size of today’s Federal budget is to view it against 
the background of the Nation’s income, production, and price level. When you 
do that, you will find: We are diverting a smaller share of our Nation’s income 
to the Federal budget today than in 1953. In terms of the Nation’s output of 
goods and services, the budget has not grown at all during the last 7 years. 


Further down in that article she says: 


In 1953 the national income was $305.6 billion. The share of our Nation’s 
income going to the Federal budget in this period was a bit over 22 percent. To- 
day the national income is running around $391 billion. It will be much bigger 
by the time the 1961 budget goes into effect, but even now the share going to the 
budget is down to 2114 percent. 

Now the last few lines of her article are rather challenging and 
they are these: 


I defy any objective expert to read these comparisons and challenge their 
validity. 


T am waiting to see who takes on Sylvia. 


RELATIONSHIP OF PERSONNEL INCREASES AND REVENUE COLLECTED 


Now, Mr. Secretary, I have been concerned over a period of time, and 
especially during the last few years, about our revenue-producing 
agencies such as the Internal Revenue Service and the Bureau of 
Customs: and your own testimony and that of your Commissioners in 
charge of those agencies has been to the effect that there has been an 
increase in the dollars they produce for the benefit of the Treasury. 
In other words, for every dollar spent on enforcement and collections, 
some $4 to $20 may accrue to the benefit of the Treasury of the United 
States. That istrue; is it not? 

Secretary Anperson. Mr. Canfield, I would not want to pick out 
any figure and assign it as what might be returned as a result of the 
expenditure of enforcement money. We do believe that the number 
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of additional agent employees which we have asked for this year, is 
modest and reasonable. 1 Ne 

The number of taxpayers is growing. If we are going to maintain 
the sanctity of a voluntary system, we have to have some increase in 
the audit procedure and in the collection of delinquent returns. _ 

As we pointed out, we are now beginning the first efforts in trying 
to put on electronic tape, taxpayer information, which will have to be 
developed, but as we work it out, I think it is going to make a very 
substantial gain for the enforcement part of the revenue service. 

One must always keep in mind that if you are going to have a good 
competent agent it is not always a question of the employee, but it 
is a question of finding him and training him and creating a good 
enforcement agent, as well as to have just somebody additional on 
your work staff. 

Mr. Canriexp. I think, Mr. Secretary, you do need additional men. 
I think, too, that the knowledge among the taxpayers, that your ask- 
ing for these additional men is going to be wholesome because there is 
too much tax evasion in our country today, and your testimony here- 
oo been that additional enforcement has paid off and paid 
off well. 

Secretary AnpeErRson. Yes, sir. 

Mr. Canrievp. Mr. Secretary, I want to commend you on the man- 
agement of the Coast Guard and for its performance of this last year. 
It pleases this committee immeasurably when day after day we pick 
up our daily newspapers and read about the Coast Guard coming 
through in response to some emergency call. 

“Semper paratus,” always ready. I know they certainly do a good 
job, and it makes me very happy to note that the Reserve funds are 
not being neglected this year. 







































RESERVE OFFICERS’ HOME 


I wished so much that I could have been able to be with our chair- 
man, Mr. Flues, and others when the new Reserve officers’ home at 
Yorktown was officially opened this last summer, but circumstances 
prevented. My thoughts and my heart were there. 

Mr. Gary. We certainly missed you, Mr. Canfield, and your name 
was mentioned down there numerous times during the ceremonies, 
I can assure you. 

Mr. Canrietp. Thank you, Mr. Chairman, and I know how dear 
that project is to your heart. I know, also, how close Yorktown is 
to your area which you represent so faithfully. 

Mr. Gary. They have an excellent site, and they were very fortu- 
nate to be able to get it. It fits in ideally with the program they have 
in mind, and I think it is going to work out to the very great advan- 
tage of the Coast Guard, the Coast Guard Academy, and the entire 
Service. 


Mr. CanFre.p. Good. 


BUREAU OF NARCOTICS 


Now, Mr. Secretary, I want to commend—and I have to do this 
every year—your Commissioner of Narcotics, Commissioner An- 
slinger. 
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I am aware of what services he performed under your direc- 
tion to nail some of these nefarious characters that belong to the Mafia 
and had gathered together at the Appalachin hideout to plan their 

ursuits, which was some time back, and the testimony of your agents 
in those proceedings, or those trials, meant an awful lot toward put- 
ting those people where they belong. We are very much concerned 
about stopping this sort of business and preventing the inflow of nar- 
cotics from foreign countries, and, if I am not mistaken, the number 
of _ you have abroad are not more than six or seven; is that 
right ? 

Mr. Fives. In Europe, that is correct. 

Mr. Canrtep. It is only six or seven in Europe, I believe, Mr. Flues, 
and it is two or three in the Orient; is that not right? 

Mr. Fives. Yes. The Customs people, of course, are in the Orient, 
and they have several there. 

Mr. Canrretp. The Customs’ people. That means that instead of 
these men in the Orient having a prime obligation in taking care of 
this narcotics business, they have other duties? 

Mr. Fives. These are the ones on permanent station there. 

Mr. Canrrtetp. Yes; but I mean the people in the Orient have a 
multiple job. They take care of narcotics and also take care of other 
Treasury money matters and so forth? I just wondered if, in your 
studies that you make from time to time, you have gone carefully into 
the need of having full-time narcotics men over there ? 

Going back to Europe, I am aware of the fact that we have our 
American narcotics agents abroad and they have to be very careful. 
They may be persona non grata in the various areas, but in Rome, I 
am very glad to say they are not. In Rome where they should be on 
the job, they are on the job, and they are producing. 

Mr. Gary. Will the gentleman yield there? 

Mr. Canrtevp. Yes, I will, Mr. Chairman. 

Mr. Gary. I might say that I had the same thoughts, Mr. Canfield, 
and I inquired into that very carefully when I was in Hong Kong and 
Tokyo. I was told that Customs has assigned special men to those 
agencies to do the job that the narcotics agents are doing in Europe, 
and they say that if additional narcotics agents were assigned there it 
would either be a duplication or that they would merely take over 
the work now being done by Customs. 

Mr. Canrterp. Then I take it, Mr. Chairman, that these Customs 
men who are doing this job, as you say, in the Orient, are not doing 
just a part-time job? 

Mr. Gary. They are doing a full-time job. 

Mr. Canrtetp. Well, that is what I wanted to hear, Mr. Chairman, 
and I am glad to hear it. 

Now, I have one other story, Mr. Secretary, that does not require 
any comment, and it is a story about my family. 

Less than 50 years ago my father and mother were domiciled in 
Binghamton, N.Y., and I was just a lad at home at the time, and my 
father got to know a young man, a comparatively young man who 
had some ideas, and had invented some devices, and his name was 
Tom Watson. 

Tom Watson had a little bit of worldly goods but my father had 
practically nothing. If my father at that time had had $500 that he 
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could have given to Tom Watson, he would have become a millionaire. 
Tom Watson was the founder of IBM. 


ANTICIPATED SURPLUS FOR 1961 


Mr. Passman. The Secretary discussed earlier the matter of the 
expanding economy, which would generate greater revenues, and 
talked about the anticipated $4,200 million surplus which is contem- 
plated by some for fiscal 1961. 

Now, referring to part of your statement, on page 2, you said: 

It is a pleasure to me, and I am sure it must be to you, that the President is 
able to lay out before you a program which is not based on deficit financing such 
as we experienced in 1959. 

In that connection, was it not anticipated earlier that there would 
be asmall surplus for fiscal 1959 ? 

Secretary Anperson. Yes, sir. 

The original budget contemplated that there would be a small sur- 

lus. The generation of the deficit, something over $12 billion, was 
about half due to a decline in revenues and about half due to increased 
expenditures. As I have said before I always like to make my fore- 
casts within the range of a few billion dollars, but this is not possible 
in the budgetary process. 

Mr. PassMAN. But an unforeseen condition could develop, such as 
we experienced during that period, and, instead of having a surplus 
of $4,200 million, we could very readily wind up with a deficit? 

Secretary ANnpErson. Yes; unless we have some rising levels—con- 
tinuing rising levels of activity. 

Mr. Passman. It is my understanding that in years past the Chair- 
man of the Subcommittee on Appropriations recommending expendi- 
tures had to include a section in the same bill covering a recommenda- 
tion for raising the revenues for those expenditures; is that true or 
not? 

Secretary ANpERSON. Well, under the budgetary law today, the law 
requires that you set out a plan for financing the Government, and the 
plan must include all of the expenditures, and then if the expenditures 
require any additional revenues, you must set out the plan by which 
you propose to get the increased revenues; or, if you are going to have 
a surplus, a plan by which you propose to generate a sufficient amount 
of revenues that your revenues will exceed your expenditures. 

Mr. Passman. Mr. Secretary, I think it was mentioned earlier today, 
in a meeting we attended, that if a recommendation was made for ex- 
penditures, a recommendation also had to be made in the same bill, 
as to the source of the money to meet the expenditures. 


LEGISLATIVE PROPOSALS IN 1961 BUDGET FOR RAISING REVENUES 


I have in my hand here a copy of Federal Budget in Brief for 
1961, and turning to page 13 I notice at the top if the page, “Budget 
Receipts,” and then underneath that “Legislative Proposals.” 

It lists seven proposals, as follows: 

1. Extend corporate and excise tax rates scheduled for expiration 
or reduction June 30, 1960. 

2. Provide equitable taxation of cooperatives. 
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3. Prevent excessive depletion allowances on mineral products 
{issue now before Supreme Court). 

4. Revise tax on gains from sales of depreciable personal property. 

5. Adopt clarifying technical amendments to income tax laws. 

6. Increase aviation fuel taxes and credit them to general fund. 

7. Establish adequate fees and charges for special services or 
benefits. 

Now, in the event these proposals are not enacted by the Congress, 
then the anticipated surplus, under normal conditions, would be less, 
would it not? 

Secretary Anperson. Yes; it would be affected to the extent they 
are not in there. 

Mr. Passman. Now, as to item 7, under the heading of “Legislative 
Proposals,”—“Establish adequate fees and charges for special services 
or benefits.” Does that include a postal rate increase also? 

Secretary Anperson. Well, there is a postal rate increase. 

Mr. Passman. That is the very last proposal on page 13. “Estab- 
lish adequate fees and charges for special services or benefits.” 

Secretary Anperson. I am not quite sure whether that phrase in- 
cludes the postal rate or not. It might have reference only to the 
performance of other special services. 

Yes; itdoes. It includes the postal rate. ; 

Mr. Passman. That in itself is in excess of half a billion dollars? 

Secretary AnpErson. That is correct. 

Mr. Passman. Could you state the total annual amount of revenues 
anticipated under these seven proposals? 

Secretary Anperson. I would be very glad to, if I may furnish a 
statement for the record ? 

Mr. Passman. Yes; do that, please. 
(The statement referred to follows :) 


REVENUE EFFECTS OF LEGISLATIVE PROPOSALS 


1. Extend corporate and excise tax rates scheduled for expiration or reduction 
June 30, 1960 
The estimated increase in revenue is $2.7 billion in 1961, including a decrease 
in refunds, and $4.1 billion in a full year of operation. 


2. Provide equitable taxation of cooperatives 

The revenue effect of the proposed legislation will depend on the extent to 
which cooperatives change the character of their distributions to patrons so as 
to minimize any additional taxes. It is possible that corporatives may avoid 
any additional tax, particularly in the first few years. The immediate revenue 
effect will probably be small but in the long term, some gain in revenue, approxi- 
mately $30 million annually, would result. 


8. Prevent excessive depletion allowances on mineral products (issue now before 
Supreme Court) 

Substantial additional assessments or refunds covering past years will depend 
on the Surpeme Court decision. If the decision is adverse to the Government, 
corrective prospective legislation would mean additional revenues of approxi- 
mately $50 million annually because of increased tax payments in the clay and 
cement industries. The legislation (or a favorable court decision) would prevent 
the widening of unintended and excessive depletion allowances for which claims 
are now developing in other industries and prevent a revenue loss which could 
amount to as much as $600 million annually. Unless the present trends are 
checked, the eventual further extension of percentage depletion to manufacturing 
processes would lead to even more serious revenue losses. 

















ame 
und 
gall 


7. £ 


T 
ann 


) 
the 
ine} 
S 
be, 1 


wit] 
tha 


inve 

M 
reco 
exte 


pose 


trad 








mn 


se 


to 


id 
ue 
ci- 


re 


nd 
nt, 
xi- 
nd 
nt 
ms 
ld 
ire 
ng 











63 


4. Revise tax on gains from sales of depreciable personal property 

This proposed legislation is not intended to produce a change in revenues. At 
present, administration of depreciation provisions is being hampered by the 
attempts of some taxpayers to claim excessive depreciation before disposing of 
their property since the depreciation deduction is taken at the full tax rate, 52 
percent for corporations, whereas the gain on sale would be taxed at 25 percent. 
If this tax advantage is eliminated, claims for excessive depreciation will be 
reduced and a more liberal depreciation policy will be feasible. The revenue 
increase from the higher tax rates on sales of property may well be offset by more 
liberal depreciation deductions. 

5. Adopt clarifying technical amendments to income tax laws 

Many of the amendments are intended to facilitate equitable administration 
of the tax laws and will have no appreciable revenue effect. Some are designed 
to prevent losses, not large at present, but which might become very substantial 
if emerging practices should become widespread. Some are intended to adjust 
tax bases to keep pace with developing technological changes (the taxation of 
certain electronic computers, as business machines). Thus, the overall effect on 
the revenues will occur mainly in future years and will reflect a conserving of 
revenues that would be lost in the absence of corrective amendments. 

6. Increase aviation fuel taxes and credit them to general fund 

The proposed increase of one-half cent per gallon on aviation gasoline and 
the new tax on jet fuel of 4% cents will increase receipts by $55 million in the 
fiscal year 1961 and annually at current rates of aviation fuel consumption by 
$68 million. The retention of present gasoline taxes in the general fund (at 4 
cents a gallon) will increase general fund receipts by $34 million in 1961 and 
annually by $40 million. The total increase in general fund receipts is estimated 
to be $89 million in 1961 and $108 million in a full year at current aviation fuel 
consumption rates. 

Funds available for the highway trust fund will not be reduced by the full 
amount of the receipts from present law taxes retained in the general fund since 
under present law all receipts from aviation gasoline in excess of 2 cents per 
gallon are refunded to the users of the gasoline. 

7. Establish adequate fees and charges for special services 


The estimated revenue increase is $12 million in the fiscal year 1961. The full 
annual gain is estimated to be $33 million. 


1961 BUDGET SURPLUS DEPENDENT ON INCREASED REVENUES 


Mr. Passman. There are times, are there not, under normal pro- 
cedures, that any President could send a so-called balanced budget to 
the Congress if he would include in that same message proposals for 
increased taxes, or increased budget receipts; is that not correct ? 

Secretary Anperson. Technically, yes. 

Mr. Passman. Well, in this particular case could it not very well 
be, if the Congress should not follow these recommendations, and even 
with an expanded economy, we might wind up with a deficit, rather 
than a surplus? 

Secretary AnpERSOoN. I would want to be sure as to the total amounts 
involved in the seven proposals. 

Mr. Passman. And that information you are going to insert in the 
record ? 

Secretary Anperson. Yes. It certainly would be affected to the 
extent to which those were not enacted. 

Mr. Passman. Now, is it normal procedure over the years to pro- 
pose new taxes and then anticipate at the same time a budget surplus? 

Secretary AnpeErsoN. No, sir; it has always been traditional—not 
traditional, but it has always been so under the Budget Act, and any- 
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thing that you propose as a tax increase is taken into effect in your 
revenues. 

Whether it would produce a surplus or a balanced budget or a defi- 
cit, you nevertheless take them into account. 

Mr. Passman. I am not being critical. I am trying to understand 
this. Would not the public understand this better if you had sub- 
mitted a budget showing either a small surplus or a —o. as the 
case might be, under our present tax structure, but if the Congress 
would increase the taxes by the amount the President requested, then 
there would be a surplus in the amount indicated ¢ 

Secretary AnpErson. One could reason that different formats might 
be used. I think here that emphasis could be placed on this by setting 
out in bare relief these words in the proposal which were require 
in order to achieve the objective. 

Mr. Passman. Yes. That is why I wanted the record to be clear 
that we are going to have a surplus, we hope, if the Congress, in its 
wisdom, increases taxes in about seven different categories to make 
that surplus possible. 

Do you know whether or not the President, last year, or in other 
years, recommended the same increases that are proposed in the fiscal 
1961 budget, which the Congress did not approve ? 

Secretary Anperson. I think the only new one in here is the pro- 
posed tax on aviation fuel, and of course, the question of whether or 
not anything is done to prevent excessive depletion allowances de- 
pends on how the Supreme Court acts on the pending cases. 

Mr. Passman. And the postage rate, too. 

I think that is all, Mr. Chairman. 

Mr. Gary. Mr. Pillion. 

Mr. Pittion. Mr. Chairman, I would like to say to my distin- 
guished colleague from Louisiana that his party cannot claim full 
credit for the fine work of the Secretary. In fact, I heard rumors in 
our own party that he may be looked upon for higher honors. 

Mr. Passman. I certainly am happy that my distinguished col- 
league is agreed that maybe a compromise can be worked up to save 
the expense of these two conventions. 

I think the Secretary enjoys very high respect from the public 
and the Members of the Congress, for a very fine job. 


POSSIBILITY OF A DEFICIT IN 1961 


Mr. Prion. Mr. Secretary, I presume the 1959 budget was studied 
quite carefully, probably on the same basis as the recommendations 
being made this year, and yet we find ourselves with an unexpected 
deficit of something like $12 billion. 

The chairman has noted here that the stock market had a little bit 
of a drop, and I note that steel is producing at a higher rate than 
its consumption, and the production is going into inventories, and the 
automobile situation may not turn out as well as we expect, and, it 
is quite possible that we may find that our $4.2 billion surplus will not 
materialize, but we also may find ourselves in a position where we 
very well might have a deficit. 

Mr. Secretary, do you agree with that possibility ? 

Secretary Anperson. Congressman, I think it is a possibility. 
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Mr. Pittion. It is just, I understand, that none of us can foretell 
those things with accuracy, but I think that perhaps a little note of 
warning to not only the Congress, but to the public at large, ought to 
be made, because I think we ought to let the public know, in all honesty, 
that we have not discovered the magic of leveling off or leveling out 
the business cycles, and there is no way that we can, with complete 
accuracy foretell the happenings in the economy of the next 18 months. 

Secretary AnpERsoN. May I address myself to the subject for just 
a moment, please. 

Mr. Pituion. Yes. 

Secretary Anperson. I believe that what we have tried to do in set- 
ting out what we estimate to be the gross national product, corporate 
profits, individual income, is that we have steered about a middle 
course. 

We have not been the most pessimistic, we have not been as opti- 
mistic as some, we have tried to approach it from the standpoint of 
what is reasonably likely to be the attainable. 

Now the best that I can do is to say that this represents not only 
our collective judgment but the collective judgment of other de- 
partments of the Government who, with the greatest amount of sin- 
cerity, have taken these calcualtions as the best we can arrive at. 

Now, as one looks back at the budgetary process which produced 
the deficit information we have in 1959, I think you have to see that 
we had an extremely high liquidation of inventories, at a rate of about 
$9 billion per year, and while the length of the recession was rela- 
tively short, the rate at which there was liquidation of inventories was 
exceedingly high, and this of course accounts for the very sharp drop 
in corporate profits, and it is the drop in corporate profits that counts 
for most of the decline in revenues because personal incomes held up 
very well. 

Now it seems to me that the lesson we have to Jearn from that is 
that by the very nature of the competitive system we tend to have 
a bunching of our expenditures and particularly our capital ex- 
penditures. 

If, for example, you are in a business and you expand so that the 
unit cost of a product becomes cheaper than that of your competitor, 
the competitor is almost compelled to expand at the same time in 
order that his unit cost can become competitive. 

This being so, we need to try to find techniques by which we can 
alternate between periods of expansion and periods of replacements. 

One step in that direction is the provision which is included here 
providing that the tax on gain from the sale of depreciable personal 
property be treated as ordinary income rather than capital gain be- 
cause before you can get into a more flexible process of allowing de- 
preciation so as to more nearly accomplish the alternation between 
expansion and replacement, we must be sure that nobody gets a wind- 
fall out of it, and what we are doing here is to suggest that if you 
are fortunate enough to sell a depreciated item above your book value, 
then you have already taken a tax advantage, and that you should 
then be willing to pay the full tax on the gain as ordinary income 
whereas today you would pay it as capital gain. 

Now, if we are also to level out these cycles from the standpoint 
of the position of the Government with reference to the generation 
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of either surpluses or deficits, it becomes highly important that every- 
body take whatever action is necessary in a period of expanding 
business, to generate a very substantial surplus, because if you main- 
tain large surpluses during periods of high levels of activity and then 
there is a turn in the economy you enter a downturn with a surplus 
behind you, and therefore you mitigate what automatically follows, 
that is, a decline in corporate profits and revenues, and an increase 
in expenditures because you are paying people unemployment and 
other kinds of benefits which are part of the builtin stabilizing mech- 
anisms of our Government, in order to mitigate their varying handi- 
caps. 

If, by this process, you can mitigate and minimize the deficits and 
then return quickly to the generation of surpluses after the business 
cycle turns again upward, over the total of the cycle, the up and 
the down and the up again, you generate a net surplus, and it is that 
net surplus that does (1) mitigate as strongly as almost any mechanism 
against inflationary pressures and (2) recognizes what I think is a 
fundamental obligation on our part, that we cannot ignore this debt, 
that we have to pay something on account of the debt. 

Now, I hope that that was not too long. 

Mr. Pruzion. No. I am very much impressed with your explana- 
tion, Mr. Secretary, and I agree with the philosophy 100 percent, but 
my trouble is that we do not. follow the philosophy—and I am not 
critical of the Executive or the Department that you represent, Mr. 
Secretary. 

Secretary Anperson. I understand. 

Mr. Pinion. It is just because the final responsibility rests with 
Congress in the financial picture, and not with the Secretaries of the 
Treasury or any other executive department. 

Now, I would like to point out that from the Korean war, to now, 
during an era of unprecedented prosperity, I think our net deficit for 
these prosperous years was something like $814 billion, so we have not 
been following the very fine advice which you have been giving to this 
committee, and to Congress. 


APPROPRIATION FOR INTEREST ON THE PUBLIC DEBT 


Now, Mr. Secretary, you recommend here that the interest not be f 
placed on an annual appropriation basis, and I am just wondering why 
that recommendation is being made, and I say this because I am a f 
great, believer in the constitutional responsibilities of Congress; I am 
fearful that this is another delegation of power to the Executive, and 
while that delegation may be fine when we have a fine administrator, 
I am just wondering why that recommendation is being made because, f 
after all, the interest funds are not trust funds that are hid away in 
one compartment by the Treasury Department. It is paid just like all 
other obligations, and as we try to manage our national debt by a 
process of, you might say, robbing Peter to pay Paul, why is there any 

at advantage of taking that basic responsibility out of the hands of 
owas where it has been placed by our Constitution, and placing it 
with the Treasury? I just cannot understand it. 

Secretary Anperson. Sir, no money could be paid out of the Treas- 
ury for interest on the debt except by appropriation. 
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Mr. Secretary. I must say that essentially and basically the co 





Mr. Pui0on. Yes. 

Secretary Anperson. The United States Code provides—and I 
quote: 

The Secretary of the Treasury shall cause to be paid out of any money in 
the Treasury not otherwise appropriated any interest falling due or accruing on 
any portion of the public debt authorized by law. 

This law constitutes a permanent and indefinite appropriation. It 
has been in existence for 113 years. 

Now, there is nothing more important to the welfare of this country 
than the maintenance of the Government’s credit. The interest on 


| the public debt must be paid, and always has been paid, to the millions 


and millions of people who are holders of the debt securities of the 
United States, 

Now if we utilized annual appropriations rather than continuing 
appropriations, and if for any reason whatsoever there was even a 


| brief delay in enacting the necessary interest appropriation, I think 
it would be a serious impairment to the Government’s credit. I cannot 


and would not try to speculate on why these delays might originate or 
what might cause them, but all of us have seen times when appropria- 


. tion bills that we thought would be passed by a day certain did not 
get passed at that particular time. 


If this impairment should take place, it would be my judgment 
that future borrowing by the Treasury would be more difficult and 


| that it would be more expensive. 


I think it is possible that the mere enactment of legislation that 


| is going to change the basis for the interest appropriation after 113 
| years might raise questions which would not be to our best interests. 


Now, I am conscious of the fact that some merit is to be derived for 


| having to sit down annually and say to the people of our country that 


this Congress is required to appropriate a large amount of money 
which is going to be paid as interest on the national debt. 
The awareness of it would have some official effects, but it is my 


_ considered judgment that this continuing appropriation is more 
_ desirable than an annual one. 


Mr. Prtui0n. I can see the point of view that you are nr een 
dence of the people in our dollar rests not upon our ability to pay 
interest but, it is based on our balancing the budget. 

Secretary Anperson. Sir, I think that confidence is a combination 
of things and, if I might, I would say that one of them is budgetary 
policy, one of them is fiscal policy, one of them is the management 
of the debt, one of them is the management of the monetary system, 
one of them is the great multiplicity of decisions that goes into main- 


_ taining some equilibrium between our cost and our productivity, one 


of them is the relationships which we maintain with the rest of the 
world in terms of our competence in assuring that we are going to 
maintain both our internal and external affairs wisely, and I do not 
think it is possible for any of us to pick out a percentage and say 
“This is the percentage with reference to the whole,” but all of them 
undoubtedly bear significant weight in this intangible confidence. 

Mr. Gary. And the integrity of the Government, too. I think 
actually the integrity of the Government is one of the main things. 
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GOLD RESERVES f 
Mr. Piiuion. Mr. Secretary, with relation to our gold situation, . 
what has been the adverse balance internationally £ the past 2 . 
ears # 
‘ Secretary Anprrson. The adverse balance for 1959 will probably es 
turn out to have been in the neighborhood of $3,700 million. a 
Mr. Scripner. Balance of payments. 
Secretary Anperson. Are you talking about balance of payments?! he 
Mr. Pitzton. Yes. Now, our gold holdings were about oy billion " 
at one time and are now down to $19 billion; is that not about right? y' 
Secretary ANpeERSON. Yes. - 
Mr. Prion. And you say that there is not any question of physi- 
cal location of gold involved, but a question of confidence on the fF M ' 
part of the other nations of this world. “ 
Now, how long can we go on with a loss of $314 billion per year t 


when the claims are becoming greater and greater upon our gold 
supply ? 

Secretary Anperson. Well, in the first place, let me say that the 
high accumulation of gold by the United States largely reflects unset- 
tled world conditions at the time that the gold migrates to this coun- 
try. Any time you pet a very unsettled condition, the gold tends to 
migrate to a point of safety. 

Now, when circumstances become more normal, countries tend to 
resume the normal position of gold holdings in their respective 
countries. 

Some countries, such as Belgium and the Netherlands, tradi- 
tionally hold more of their reserves in gold than do other countries f 
of Western Europe. It is just a matter of historical difference f 
between us. 

The influx of funds to this country in 1956-57 was a reflection of the 
Suez situation. After the world had accommodated itself to the re- 
adjustments that followed the Suez situation, other countries were 
anxious to restore their gold position and gold flowed to them both 
because traditionally they had held it, and because interest rates were 
lower in this country; therefore, their dollar holdings were not earn- : 
ing them a very substantial return. 

he important thing is that gold movements took place because of 
goromnts adjustment and not because of the loss of confidence, or 
ear. 








NEED FOR UNITED STATES TO COMPETE FOR WORLD MARKETS 7 


Now, as to our balance-of-payment situation, we deliberately, in the fF ™@ 
1940’s—and we were a country that was a major producing country tha 
in the world, inaugurated steps to help other countries secure dollar FY 
balances, and we were tolerant of them imposing against us certain > 
restrictions on our imports. try 

Why? Because we were the country that had most of the things °*! 
that people wanted to buy, and if people wanted to buy them from usf . * 
our merchants wanted to be paid in dollars, and some called this thef '5 ' 
dollar gap. 

Now, T think we have come to a different point in world economic A 
efficiency. Other nations have been restored to their industrial capac- | SUP 
ities. They are competing in the world of commerce, as we would like cha 
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for them to compete, and it seems to me that what is indicated to us 
now is that we compete more aggressively in the world for our share 
of the exports. 

This is going to mean that whereas in the past people have been 
willing to come to us and say, “We want to buy,” we now have to go 
out and say, “We want to sell.” 

We have to say to countries in Western Europe and the rest of the 
world which have achieved some industrial capacity, “We can no 
longer be tolerant of your discriminating against our dollar imports; 
you must take off your restrictions in order to allow a free flow of 
activity to us.” 

Now, like any situation that becomes fundamental in an economy, 

ou cannot make a full turn at one time. The turn must be one that 

nas its ultimate objective the establishment of a reasonable equilibrium 
between the export and import position of the United States with ref- 
erence to our payments balance. 

Mr. Prtxion. I again agree wholeheartedly with the philosophy ex- 
pressed by yourself, Mr. Gaoretany, but the facts do not square up to 
the philosophy. 

We will assume that the ideal economic situation is where we have 
a balanced international situation as far as credits and debits are 
concerned. 

Today, we have a debit. Now the idea that we go out aggressively 
for more markets is a fine ideal, but what does that require? That 
requires probably a cut in our wages so that we can compete eco- 
nomically, which we are not willing to do; so that we then must 
resort to another means of doing it, probably that of perhaps cutting 
down either on foreign aid or on our spending, either the military, 
or some other method, because we cannot continue. 

Mr. Gary. Will the gentleman yield ? 

Mr. Pitxiion. We cannot continue that imbalance as great as $314 
billion a year. It must be equalized sometime, no matter how you do 
it, whether in gold or goods or in services, the time comes when you 
must equalize your payments and make that international payment 
in some form, in some manner. 

Now, the question is this: What are we going to do besides the 
almost impossible thing, and that is, of competing with some of the 
other nations that do not pay or do not have the high labor costs 
and high taxes and other costs that we have in this country? 

At this point I will yield to the Chairman. 

Mr. Gary. The original foreign aid program—and I was chair- 
man of that subcommittee at the time—was to supply that dollar gap 
that the Secretary spoke about a few moments ago. What we were 
trying to do then was to supply the dollar gap to these other coun- 
tries so that they could senekcaie the goods we had here in this coun- 
try. The concept has changed today because that gap no longer 
exists. 

_ Secretary AnpEerson. Well, what we have been saying to our friends 
is that what exists insofar as the underdeveloped countries are con- 
cerned, is a capital gap. 

A capital gap can be supplied not only by U.S. funds, but can be 
supplied as well by other funds for which use can be made to pur- 
chase the needs of the undeveloped countries. 





70 


I think, sir, we have to balance the realization that nations can- 
not live alone, that freedom is not a divisible thing, that what we 
do interms of mutual security is not primarily to help someone else, 
but is a part of a well-conceived plan. 

We also have to be aware of the fact that we live in a world of 
foment, where people are demanding an increased standard of liv- 
ing and a bettering of their conditions and they are much more 
anxious about a change for the better than they are about the refine- 
ments of a political philosophy. This means to me that there is a task 
which has to be done by all of the countries who have the capacity. 

Now, to attack that task I do not think it would be the course of 
wisdom to try to say that what has been a deficit’ must suddenly be 
converted to a surplus or a credit balance. The change is much too 
rapid, but the trend must be changed, and we must go down the road 
of trying to bring these things into satisfactory equilibrium. 

From a competitive standpoint, one can examine specified items of 
materials produced by the United States and find out that we may not 
be as favorably regarded as others, but as you look across the whole 
spectrum of what the United States produces, I think that we are 
open in many lines. 

The greatest danger that we would face, in my judgment, is to allow 
inflation to grow and develop in this country, because you do nothing 
to increase your productivity, but simply price yourself out of the 
market. 

Now, one may hope that one does not realistically think that you 
can turn back the pages of history and make substantial changes in 
the purchasing power of the dollar today with reference to any other 
period. Our task is to be sure that we do not allow, encourage, or tol- 
erate a deterioration from this point. 

Now, we have a number of mechanisms, for example, in our Euro- 
pean countries they have utilized export credits, short-term export 
credits, very advantageously. 

We, for our part, have been primarily a lender on longer terms. 

I think we have to explore very carefully whether or not we can be 
of assistance to our business community on short-term export guar- 
antees of credits, in order to make it more competitive. 

There are a whole number of precedents but when the thing is all 
finished, the real way to cure itself is to get rid of the discriminations 
against us and to increase the export position of the United States 
so that we can both maintain the balance and afford to do the kinds 
of things we need to do for our mutual security and for the assistance 
of all the other countries in the world. 

Mr. Priuion. Mr. Secretary, I cannot disagree with your philosophy. 
You express yourself beautifully. I just hope it works out. 

Your philosophy is to weigh all of these factors. 

Secretary Anprerson. We have to make it work. 

Mr. Pitit0on. I cannot disagree with your philosophy. I yield to 
the gentleman from Louisiana. 


SIZE OF FOREIGN AID EXPENDITURE 


Mr. Passman. I have been waiting to find whether these findings 
of the subcommittee of the Committee on Appropriations are either 
wrong or right. So many times foreign aid is referred to as an ex- 
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penditure of $3,268 million for fiscal 1960, whereas, in reality, when 
the four parts of foreign aid are considered, the total is actually in 
excess of $9 billion. There is the mutual security program, the funds 
for which my subcommittee handles; then, the Surplus Agricultural 
Commodities Act, the overseas military construction program for the 
building of facilities and airfields, and such, in other countries, and, 
then, the amount of money that we have either collected or borrowed 
to give away, the interest alone on which, now, is in excess of $3 
billion annually. So if you put the four together, you come nearer to 
$914 billion annual foreign aid than to the $3,268 million that we see in 
the press. 
I think you get my point. 


INFLATION 


Mr. Pututon. Mr. Secretary, I have one more comment, if I may : 

In talking about inflation, I cannot see where the rate of inflation 
has decreased any at all. The rate continues upward, and I will quote 
from a resolution I introduced in September on this picture: 


[H.J. Res. 537, 86th Cong., 1st sess.] 
JOINT RESOLUTION To provide a program re Federal debt, deficits, inflation 


Whereas the United States Government has pursued a loose and irresponsible 
fiscal policy for the past ten years; and 
* * * * * * * 

Whereas this careless fiscal policy is a major cause of our present inflation, 
the ever-increasing cost of living, and the reduction in the purchasing power of 
the dollar; and 

* * * * * * a 


Whereas, as a general rule, the loss of 50 per centum of the purchasing power 
of a national currency within a generation is followed by runaway inflation and 
the loss of the balance of the value of the currency in a relatively shorter time; 
and 

Whereas the purchasing power of the United States currency has dropped more 
than 50 per centum in the last generation ; and 

Whereas this loose fiscal policy has created fiscal inflation, which in turn, has 
encouraged labor cost inflation. This situation has resulted in increasing seri- 
ously and inequitably the differential between the income for those segments of 
the population who have union bargaining power as against those of our working 
force who do not have union bargaining power ; and 

* * * * * a oe 


Whereas the continuation of unsound fiscal policies will result in inflation and 
its unforeseeable disastrous consequences to both the safety of this Nation and 
to the survival of the free world ; and 

Whereas the Federal Government has exhausted its credit, it lacks a reserve 
to combat a depression or to meet any serious national or international emergency. 
This lack of financial reserve would require and plunge this Nation into an 
immediate totalitarian regime in order to wage a war; and 

Whereas Congress has failed to adopt a sound fiscal policy ; and 

Whereas the executive department has also failed to announce a specific sound 
fiscal policy ; and 

a * 


* * * * * 
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Whereas the present hit-or-miss fiscal policies of the Federal Government are 
creating doubt, apprehension, and a lack of confidence in the investing public; 
and 

Whereas the adoption of a firm, sound fiscal policy with a systematic and 
regular reduction of debt is an indispensable condition for the restoration of 
public confidence in our dollar, in the stopping of inflation, and in the restoration 
of a healthy, expanding economy ; and 

Whereas a firm policy decision by Congress and the President to pursue a 
sound fiscal policy, by an annual balancing of the budget, and by an annual 
repayment plan to reduce the Federal debt, would restore public confidence in 
Federal obligations. 


Mr. Pitui0n. I make that statement from the resolution. Do you 
care to comment on that? Now, 50 percent of the value of our cur- 
rency has been lost in a relatively short time—in a generation or so. 
If you attain a psychological loss of confidence—and that, of course, in 
my estimate is being expressed by the present high stock market 

rices—when you reach a situation where the return on_ stock is 
ased upon expected inflationary price growth of the stock, rather 
than on the intrinsic value of the stock itself, then, according to the 
economist, Mr. Pick, the balance of the purchasing value of the Na- 
tion’s currency will be lost within a few years by an accelerated 
inflation. 

Do you care to comment on that? That will be my last question, 
Mr. Secretary. I will not go into these other matters because I can 
take them up with the other personnel that follow later. 

Secretary Anprrson. I would like to insert an extended answer to 
that in the record, if I may. 

Mr. Pinuton. Yes. 

(Secretary Anderson’s comments are as follows :) 


While it is the usual practice of the Department to comment on legislative 
proposals to the committees to which they have been referred, the following gen- 
eral observations on House Joint Resolution 537 would appear appropriate in 
the circumstances. 

The preamble of the resolution, in essence, states three general conclusions: 
(1) That there has been no improvement in the inflationary situation in this 
country during the past 10 years, but rather it has worsened, (2) that the fiscal 
and monetary policies followed by the Government have contributed to his re- 
sult, and (3) that there is no will on the part of the Government—presumably 
both the legislative and executive branches—to pursue fiscal and monetary 
policies appropriate to maintaining the financial integrity of the United States. 
I should like to comment on each of these points in turn. 

First, I cannot agree that there has been no progress over the past decade in 
controlling inflationary pressures in our economy. If we divide the 14-year 
period since the close of World War II in half, we find that in the 7-year period 
1946 to 1952, inclusive, the consumer price index increased by a total of about 47 
percent. By comparison, during the last 7 years, 1953 to 1959, inclusive, the 
total increase has been less than 10 percent. This average price increase of less 
than 2 percent a year is still not satisfactory. We can and should do better. 
But it is a clear indication that the monetary and fiscal policies that have been 
followed have effected a marked improvement in the stability of the dollar, and 
with the cooperation of the Congress the prospect for price stability in the years 
ahead is excellent. 
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As to the second major point, in my judgment Federal financial policies in 
effect since 1952 have been an important contributory factor to the improvement 
in the inflationary situation over this period. Federal financial policies, as I use 
the term, include Government actions with respect to the budget, monetary man- 
agement, and debt operations. Sound budget policy should at all times restrict 
expenditures to purposes essential to the security and welfare of the Nation and 
pursue the utmost economy in the carrying out of these purposes. Within this 
framework, budget policy should be geared to the attainment of a surplus dur- 
ing prosperous periods and, on the average, over a longer period of time. In 
view of large automatic swings in tax receipts and spending over the business 
cycle, budget deficits of moderate size are probably unavoidable—and, indeed, 
desirable—during periods of declining business activity. On this basis, during 
a recession the automatic decline in revenues and increase in expenditures—re- 
flecting in part the so-called built-in stabilizers—would generate a moderate 
deficit. In prosperous periods, tax receipts would automatically rise and certain 
types of spending contract, producing a surplus. Over the period of a complete 
business cycle, a surplus for debt retirement would be achieved, but without the 
disrupting effects of attempts to balance the budget during recessions. Over 
the last decade this budget policy objective has not been wholly achieved. But 
progress has and is being made and, with the cooperation of the Congress, I be- 
lieve the objective will be realized in the years immediately ahead. 

Monetary policy is the primary responsibility of the Board of Governors of 
the Federal Reserve System. Since the Treasury-Federal Reserve accord in 
1951, the Federal Reserve has formulated and effectively administered a flexible 
monetary policy appropriate to combating inflation and recession. In my judg- 
ment, the lack of adequate surpluses in the prosperous years following World 
War II has meant that monetary policy has been called on to bear more than its 
proper share of the burden in promoting sustainable economic growth. This 
unavoidably heavy reliance on monetary policy may have contributed to wider 
swings in interest rates and capital values than would have been necessary if 
budgetary surpluses had been adequate. Achievement of a net Federal budget 
surplus over the business cycle as a whole would ease the task of the monetary 
authorities and, in addition, would reduce the extent to which we may be forced 
to rely on monetary policy as a stabilizing device. 

The major function of Treasury debt management is that of supporting and 
complementing an effectively administered monetary policy. It is important that 
we avoid an excess of short-term financing that would result in a volume of 
short-term debt that exceeds the appropriate liquidity requirements of a growing 
economy. As you know, there exists today a wholly artificial restriction on the 
ability of the Treasury to avoid the issuance of an excessive proportion of short- 
term obligations. The 44-percent ceiling on new issues of Treasury bonds, 
enacted in 1918, under current market conditions prevents the Treasury from 
issuing any new marketable securities of more than 5 years’ maturity. This 
contributes to higher rather than lower interest rates on Government securities, 
simply because the Treasury must aggressively compete with other borrowers in 
a limited sector of the market, rather than prudently spread its issues over other 
market sectors. Until this restriction is removed, debt management cannot make 
its full contribution to a sound and effective overall Federal financial policy. 

As to your third major point, I cannot agree that the Government has shown 
no will to pursue fiscal and monetary policies appropriate to maintaining the 
financial integrity of the United States. We have recommended to the Congress 
only those expenditures essential to the Nation’s security and well-being and re- 
peatedly urged that these recommendations be followed. We have encouraged 
and supported the Federal Reserve’s efforts to administer a sound and effective 
monetary policy. And finally, within the limitations of statutory restrictions, 
we have pursued a debt-management policy designed to make its maximum con- 
tribution to effective monetary policy and sustained economic growth. 
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MANAGEMENT OF THE DEBT 


Secretary ANpERsoN. However, on this question of: “Why do peo- 
ple do things?”—I tried to analyze it quite spp last year before 
the Ways and Means Committee with respect to asking for some in- 
creased flexibility in the management of the debt because people tend 
to act, not precisely according to what they believe are the conditions 
as of this moment, but more by what they expect to happen in the 
future. 

Let me give you a classic example. In the first part of 1958, every 
time we put out an issue of Government securities, they went to some- 
thing above par. The interest rate was constantly declining. 

Suddenly, in June, we put out an issue of 254 percent securities. 
They were oversubscribed many times—several times—and within a 
very short while they were selling at a discount. 

Now why is that? The Federal Reserve Board had done nothing. 
The Treasury had not embarked on any kind of a policy. There had 
been no great movement of the stock market one way or the other. 
But suddenly we realized that what had been a recession was now 
coming back to a period of rising levels of business activity. The busi- 
ness for May showed that we had reached the lowest point and had 
turned up; the figures for June confirmed the figures for May; and 
suddenly we realized that we had a budgetary deficit of something 
like $12 billion; that we were not going to finance that deficit during 
periods of low level financial activity, but finance it when things were 
rising. 

Now, on the basis of these expectations, people began selling their 
securities. There came about a disorderly market; the Treasury went 
in and bought back some of the securities; the Federal Reserve System 
went in and bought up some of the securities; and the value of the 
securities continued to fastine, based on these expectations, which had 
been validated by 2 months’ figures. 

Now, if the following several months had shown that we had not, 
in fact, begun a period of recovery, but that this was just a lull in the 
figures and July or August or thereafter had been on the downside 
as in April or March, then the expectation would not have been vali- 
dated and people would then take the other course of action. 

But, as each month passed, what they came to believe in that month 
became more and more valid—rising levels of activity, the end of the 
recession, the magnitude of the deficit, and that you were going to 
finance it in times of high prosperity. 



















SS FO Me 


a~O 60 ot KO} 








75 


Now, when you get right down to it, this is the sort of thing more 
than anything else that sends up the cost of money, because if one 
believes—and I think he would wrongly believe—but if one should 
believe that you had an unmanageable system of inflation, then the 
cost of his money would reflect not only what he expected to earn, 
but it would have to reflect what he expected to lose in the interim, 
and this is all the more reason why in every facet of this Government’s 
operation, we have to be constantly aware of what could be the calcu- 
lation of the people that would impair confidence, and to assure that 
the total of our efforts is directed toward a reassurance in the process 
of savings, which is the only true way in the world yo can acquire 
capital—and this is the reason that all of the facts of these problems 
become of such vital importance to us. 

Mr. Pitui0on. Thank you very much. 

Mr. Gary. Mr. Steed. 


DEPOSITS OF FEDERAL SURPLUSES WITH THE STATES 


Mr. Steep. Mr. Secretary, it is always a pleasure and privilege for 
me to hear you, and my feeble knowledge of fiscal matters is always 
enriched. 

Now, I have a little matter, just to change the tempo of things here, 
which I would like to see if I could get a little information on, for 
clarification purposes. 

Many, many years ago, back during the time of the Andrew Jackson 
era, this young Nation acquired its first surplus in the Treasury, and 
it nent f a national crisis. Finally, in its wisdom—since apparently 
in those days they did not trust the Treasury of the United States to 
keep unobligated moneys—the Congress had to do something about 
this big problem that this surplus had created; and, if I may, it finally 
hit on the wisdom of depositing that surplus in the treasuries of the 
several States of the Union at that time, and all through these years, 
I am informed, the Treasury Department has carried these deposits on 
its books as an asset. 

But, for some strange reason, it never has yet managed to get the 
money back from these several States. 

Now, the General Accounting Office had made a report some few 
years ago about the matter, and somewhat seriously, and probably be- 
cause I am the only man on the subcommittee that does not live in a 
State that was involved, I introduced a bill to require the recovery of 
this money from these State treasuries. 
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Of course, it has not received very much serious consideration yet. 

Now, I have been saying this to lead up to this question: Does the 
Treasury still carry that item on its books as an asset ? 

Secretary ANpERSON. It is on our books at about $28 million. We 
have some reasonable doubt as to the nature of the assets, but it is on 
the books as $28 million. 

Mr. Canrretp. Will the gentleman yield ? 

Four years ago we had it on the record that the States owed Uncle 
Sam and the gentleman had objected to its being on the record. At 
this time I think he is making an offer for an on-the-record statement. 
My State happens to be one of them. 

Mr. Steep. Well, I introduced this bill not seriously thinking it 
would be enacted, but to raise the point that I think it is a technical 
matter, and would probably be better served if Congress took some 
action which would wipe the item out and call it quits, and relieve 
the Treasury of the responsibility of having to carry on its books 
something for over 100 years. 

Secretary ANpERSON. Well, it is a non-interest-bearing item. 

Mr. Sreep. Well, I am just wondering if you would care to make 
an expression as to whether your shop would be interested in any 
action by the Congress which would relieve you of any further bother 
about that ? 

Secretary Anperson. Frankly, I had not thought sufficiently about 
it. I would like to have the opportunity of thinking about it, and to 
advise the Congressman of my thoughts later. 

Mr. Streep. If you would do so, I would be willing to be guided by 
what suggestions you make. 

Secretary Anperson. Thank you, I will. 
(The following information was subsequently supplied :) 
The following letter, in answer to an inquiry from Hon. John A. Blatnik, chair- 


man of the Legal and Monetary Affairs Subcommittee of the House Committee 
on Government Operations, dealt with the matter now under discussion. There 


has been no change in the Treasury’s position as expressed in the letter to Con- 


gressman Blatnik. 
Marcu 28, 1957. 
Hon. Joun A. BLaTNIK, 
House of Representatives, House Office Building, 
Washington, D.C. 

My Dear Mr. BLatniK: This is in reply to your letter dated March 21, 1957, 
requesting my comments as to whether demand should be made on the States 
for the return of Federal funds of approximately $28 million dollars deposited 
with certain States under the provision of the act of June 23, 1836 (5 Stat. 55). 

The act of June 23, 1836, provided for the deposits with the States to be made 
in four installments. Three installments, amounting to $28,101,644.91, were made 
when the act of October 2, 1837 (5 Stat. 201), postponed the fourth installment 
and provided— 


“That the three first installments under the said act shall remain on deposit 
with the States, until otherwise directed by the Congress.” 


Also, the act of June 25, 1910 (36 Stat. 776), which relieved the Treasurer of 
the United States from further accountability for these deposits, provided that 
the credit to the Treasurer— 


“* * * shall be made in such manner as to debit the respective States chargeable 
therewith upon the books of the Treasury Department, until otherwise directed 
by Congress.” 

The most recent attention given this matter by the Congress was the intro- 
duction of House Joint Resolution 201 (69th Cong., Ist sess.), directing the 
Secretary of the Treasury to call for return of the funds, which failed of passage. 
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I believe that the legislative history definitely shows this to be a matter for 
final determination by the Congress and, therefore, I have no comment to make 
as to how it should be resolved. 

Very truly yours, 
W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 


The following shows the amounts involved, by States: 









































Alabama $669, 086. 79 | Missouri____---___.---- $382, 335. 30 
Arkansas 286, 751. 49 | New Hampshire_____--- 669, 086. 79 
Connecticut____-------- 764, 670. 60 | New Jersey____-_------ 764, 670. 60 
Delaware___.._-------- 286, 751.49 | New York_.-------.---_ 4, 014, 520. 71 
VOOTEER 6 Ss ecemuwcimrens 1, 051, 422. 09 | North Carolina____.--__ 1, 433, 757. 39 
Illinois 477, 919. 14 | Ohio. 2, 007, 260. 34 
Indiana 860, 254. 44 | Pennsylvania______.-___ 2, 867, 514. 78 
Renta 6 1, 433, 757. 39 | Rhode Island 882, 335. 30 
Louisiana 477, 919. 14 | South Carolina____._--- 1, 051, 422. 09 
Maine 955, 838, 25 | Tennessee 1, 433, 757. 39 
Maryland 955, 838. 25 | Vermont 669, 086. 79 
Massachusetts____-.---- 1, 338, 173. 58 | Virginia 2, 198, 427. 99 
Michigan 286, 751. 49 ——_—_—_ 
Mississippl.............- 382, 335. 30 Weta... ciacscssnm 28, 101, 644. 91 





COST OF REFUNDING THE NATIONAL DEBT 


Mr. Sreep. I notice that in your statement on the interest on the 
national debt it is estimated that it cost $200 million more for the 
coming year than this year. Since we had a surplus, or are hoping 
to have a little surplus, this year and somewhat of a larger one in 
the next year it is my assumption that that means that the national 
debt will not increase in toto, and I assume that this extra cost is 
because it is costing you more to refund as the bonds come due. 
Now, what is the amount of the debt refunding in round numbers that 
you would anticipate during the coming fiscal year? 

Secretary ANDERSON. Between now and next January 1, about $80 
billion. 

Mr. Steep. Is this $80 billion extra inclusive of what you anticipate 
the higher cost of the refunding will be? 

Secretary AnpErson. Yes. We have no basis upon which to cal- 
culate interest requirements, except from what happens to be the going 
rate. If we try to do it on any different basis, we would be fore- 
casting market conditions and a lot of other things, and implications 
of all sorts might be read into our forecast. Now we have to simply 
say that the going market rate is about, whatever it is at the time 
you make this estimate, we have to calculate the amount of debt that 
we would be expecting to carry, and the amount that would be con- 
verted from one interest rate to the other, in the refunding process, 
and make that calculation. 

Mr. Sreep. Now I assume that, generally speaking, the Treasury 
takes into account what I would call, for lack of any better description, 
short-term, middle-term, and long-term moneys that might be avail- 
able, and that is why you have some bonds that are of very snort aura- 
tion, some of 10 or 15 years, and others as much as 30 years. Could 
you give me any estimate, percentagewise, about the parts of the debt 
that come under those categories ? 

Secretary ANpeErRson. Yes, sir. 

At the end of October we had within the 1-year marketable debt 
$75,836 million; 1 to 5 years, $64,864 million; 5 to 10 years, $18. 34 
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on 10 to 20 years, $20,321 million; 20 years and over, $8,086 
million. 

Mr. Srexp. Now, other than just trying to take advantage of a mar- 
ket that exists at the time you have to refund, is there any particular 
significance as to why these percentages are as they are? 

Secretary Anperson. Well, during the past 10 months, of course, 
we have had no choice except to refinance all of the debt in the 1- to 
5-year area. 

Seventy-five percent of the total marketable debt is within the 1 to 
5 years. If we do nothing for the next 5 years we would have $22 
billion additional tumble into the 1- to 5-year area. 

Now the classic theory of economists would suggest that in periods 
of recession you would finance all of your debt that you possibly could 
short, in order to augment the money supply, because most of the 
short, or rather, some of the short debt would go into the banking 
system and you would refrain from putting out long-term debt because 
you need the investment capital in long-term debt in order to bring 
back a resurgence of the business economy. 

Then, classically, in terms of high-level business activity you would 
finance @ minimum in the short term because you would be putting 
some of it in the banking system and generating additional inflation- 
ary pressure and would emphasize the longer term debt because in the 
higher levels of business activity there would theoretically be more 
available capital and that you would not so seriously impinge upon 
growth and development. 

On the other hand, any time you have a period of rising business 
activity and high demand, the cost of money rises, so you get into the 
practical difficulty that when the interest rate is very low in times of 
recession, that is the very time that you do not want to extend the 
debt and dry up the savings which would put you back into a period 
of recovery and in the periods of high levels of activity you would be 
more reluctant to extend a large amount of the debt because of the 
high cost that would be attendant. 

I think in any event, even if there were no ceiling whatsover on in- 
terest rates, we would never go out and try to secure large amounts of 
cash in the long-term market because to do so would be to dry up the 
source of supply for buildings, expansion of industry and construction 
of homes and the other concomitants that make up for a growing econ- 
omy. 

What you could do is to refinance in advance some of the debt be- 
fore it matures. As, for example, you would take an instrument that 
is going to mature in 1965, which is now a 5-year piece of paper, treat 
it as such in the market, bearing a rate of interest and selling at a 
discount, so that its market value would be, say, $85, and you would 
say to that holder, “For a modest increase in the interest rate we will 
give you, if you will accept a 10- or 12-year extension, we will give you 
another piece of paper,” so that the yield on your second piece of pa- 
per is equal to the market equivalent if you took $85 and went into the 
forward market and brought a security of comparative value. Now 
by this process you could take a substantial amount out of the in- 
termediate area, which is the 5- to 10-year area, and put it into the 
hands of those people who wanted to hold long-term securities, such as 
pension funds and like kinds of investors, then, having a substantial 
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amount of room in the intermediate area because of the debt extension, 
you would then extend the short-term debt, the one to five, into the in- 
termediate area, and thereby relieve the pressure on the short-term 
area, the net effect of which should be some reduction in the total over- 
all interest cost, because you would not be putting pressure on any par- 
ticular point of the market. 

Now, if you would like any more lengthy explanation of this, I 
would be glad to supply it for the record. 

Mr. Steep. No, thank you. 

Now, let me see if Iam correct on one final thing: 


USE OF SURPLUS FUNDS TO PAY ON NATIONAL DEBT 


Assuming we do have a $4 billion surplus, is the way that works 
such that when the cash is coming in you just do not issue $4 billion 
worth of securities and the debt automatically reduces itself that way ? 
How do you put the surplus into the national debt, I mean, in terms of 
reducing it? 

Secretary Anprerson. You would either simply not refund some se- 
curities, you would pay them off, and I think this would probably be 
the most normal way; that as they came to you you would simply pay 
rather than go into the market and borrow additional funds. 

Mr. Streep. The application of any surplus, then, to the total debt, 
is automatic, more or less? 

Secretary AnpERsoN. Well, it could be done that way or you could 
go out and buy up a particular kind of security. 

You see, we get most of our money in the last half of the year, so 
that in the first half of the year we are normally net borrowers, even 
if we are going to have a balance or a surplus, and in the last half of 
ie a? when we get most of our tax collections, we are net payers of 

unds. 

Now, for example, in February, or rather, in January, we had $2 
billion worth of obligations come due. 

We had to make a choice: Do we borrow $2 billion and refund it or 
do we borrow $1.5 billion and refund $1.5 billion and use $500 million 
of cash to pay the others? We elected the course of borrowing $1.5 
billion because we were fearful that if we tried to borrow $2 billion 
in the 1-year area, we would drive the interest rate up too high. 

We were very fortunate in that decision, because if we had tried 
to borrow the $2 billion, the interest cost would have been very sub- 
stantially higher, according to the auction bids submitted, than we 
actually accomplished. But the net of it is that we paid off $500 
million worth of debt by using the cash that we had accumulated. 

Mr. Steep. Thank you very much, Mr. Secretary. 

Mr. Gary. Mr. Conte. 

Mr. Conte. Mr. Secretary, I do want to compliment you for your 
constructive presentation here today and last week. 


REVENUE EXPECTED FROM 1959 LIFE INSURANCE COMPANY INCOME 
TAX ACT 


Mr. Secretary, what do you anticipate revenues will be as a result of 
the permanent insurance law we passed last year ? 


50114—60 6 
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Secretary Aprrson. I do not have that figure in mind. May I 
supply it for you? 

{r.Conre. Surely. In fact you can supply any answer. 

Secretary ANperson. Yes. 
(The information supplied follows :) 


REVENVE EsTIMATES—LIFE INSURANCE CoMPpANY INCOME Tax Act oF 1959 


The new life insurance company tax law is estimated to result in about $500 
million in Federal income taxes being paid by life insurance companies with 
respect to the calendar year 1958. This is about the same as the amount which 
would have been paid if the 1942 formula had been continued and about $181 
million more than the estimated $319 million which would have been payable if 
the 1955 stopgap formula had been extended to 1958. For 1959, it is estimated 
that the new tax law will result in about $535 million income taxes from life in- 
surance companies, without taking account of the additional tax applicable to 
distributions to stockholders or the tax on capital gains. Projections indicate 
that the tax liabilities of life insurance companies for the calendar year 1960 will 
be about $575 million. 


REVENUE EXPECTED FROM DEPLETION CUT OFF CHANGES 


Mr. Conte. What do you anticipate the revenue will be or what 
we would realize if the depletion cutoff changes were made / 

Secretary Anperson. I am sorry; I do not have my sheet on those. 

Mr. Conte. That is all right; you can supply those. 

Secretary Anperson. I will supply them all for the record. 

Do you have them? 

Mr. Linpsay. Actually, in 1958 we estimated $500 million worth 
of insurance—and I am talking about calendar, not fiscal year, $550 
million, but we can give you a more accurate figure. It goes up each 
year a little bit. 

Mr. Conte. Yes, you can give it for the record. 

(The information referred to follows :) 


REVENUE ESTIMATES—PROPOSED LEGISLATION ON PERCENTAGE DEPLETION CUTOFF 
POINTS 


A proposed amendment was submitted to the Congress last year to prevent 
unintended percentage depletion allowances on the selling price of finished prod- 
ucts. It is estimated that this amendment would conserve about $50 million 
revenue annually in the case of clay and cement products alone. Unless this 
issue is resolved satisfactorily in a case now pending before the Supreme Court, 
the need for corrective legislation will continue. If the trend of the lower court 
decisions is not reversed by the Supreme Court, further revenue decreases are 
foreseeable in other mineral product areas, ranging up to $600 million. Even 
more serious revenue losses could eventually develop from further extensions of 
depletion to manufacturing processes. 


TWENTY-ONE YEAR BONDS 


a. Comm. Mr. Secretary, are our 21-year bonds sold at a discount 
today { 
Secretary Anperson. That would be 1981. 1980 is selling at $94.04 
bid, at a rate of interest of 4 percent. The yield is 4.45. 
Mr. Conte. 4.45. 
TREASURY BILLS 


Mr. Secretary, could you tell us what amount of the 91-day bills 
are outstanding at the present time and the 182-day bills? 
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Secretary Anperson. The total of the 91-day and the 6-months to- 


gether is $25,600 million. $14.8 billion is the 91 and about $10.8 bil- 
ion is the 182-day bill. 


INTEREST CEILING ON LONG-TERM PAPER 


Mr. Conte. Are we forcing that market considerably as a result of 
Cangpesh votaning to increase your ceiling on your long-term paper 
last year? 

Secretary Anperson. Yes, sir. 

Mr. Conte. Could you elaborate on that a little without taking too 
much of your time? 

Secretary Anperson. Well, the problem is simply this: that the 
statute provides that we shall not sell a security with a maturity of 
5 years or longer at a rate above 414 percent. 

The yield on Government securities, with practically unanimity 
above 5 years yields a rate of interest at above 414 percent. We can- 
not sell any new offering nor could we persuade a holder of a security 
to exchange a security which is currently held at a rate less than the 
market. As a consequence, we have to select periods of somewhere 
within the range of 1 to 5 years to market our various securities. 

There are limits beyond which we cannot sell 3-, 4-, and 5-year 
obligations. As a consequence, we are forced more and more to rely 
upon bills or 1-year certificates or notes, and this will continue so 
long as we have the artificial ceiling and the high level of activity. 

Mr. Conte. This $200 million increase in your interest is caused, 
or part of it, because of this? 

Secretary Anperson. Yes; and it goes up very rapidly. There is 
an interesting point there, because the more debt that comes due, then 
you have to finance at high short-term rates, and the more rapidly 
the total cost of the debt goes up, because of your inability to spread 
it over a reasonable spectrum. 

Mr. Priuion. In regard to these getting any shorter, the first thing 
you will have is a 1-day note currency, if you keep shortening these 
debt notes. These demand convertible notes are not any different from 
paper press greenbacks. 

Secretary Anperson. I can illustrate it by saying that everybody 
will agree that you should not cut it too much, but if you go the next 
step and say, “Well, I am going to give you a piece of paper that 
becomes money in 30 days or 90 days or 180 days, that. becomes very 
close to being money—that is the closest thing there is, this, I think 
is going to cause a number of dislocations. 

I know, for example, that people are worried about housing, but if 
we drive up the short-term rate higher by being forced to put pressure 
on to it, how are you going to persuade someone to take his money 
and invest it in building and loan companies, or mutual savings banks 
or any other kinds of savings institutions from which the funds are 
derived to go into the mortgage market? If he can make a yield 
sufficiently high in the short-term money, how are you going to do 
that? If one considers it as an individual proposition, and if he had 
a given amount of money to lend, and there would only be a 114 per- 
cent difference between a 20-year mortgage and a 1-year piece of 
paper, there would be an inclination to say “I will take the risk for 
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the next year of getting 114 percent less because I want to see how 
the rest of the country develops, whether. or not they have really 
controlled inflation, because my risk is so much less and I would still 
be making a good return.” 

The length of the national debt today is shorter than, I suppose it 
has ever been in our history, and certainly in our modern history, and 
what we are doing has been forced to shorten it rather than lengthen it. 


OWNERSHIP AND SIZE OF THE PUBLIC DEBT 


Mr. Conte. Mr. Secretary, could you furnish for the record a chart 
as you did last year on the ownership of the public debt as of 
December 31, 1959, and also, Mr. Secretary, it was pointed out here in, 
I believe, Sylvia Porter’s article that the national budget accounted 
for 16 percent of the total gross national product. 

She also points out that in 1953 the national budget accounted for 
16 percent of the gross national product, the gross national product 
being much greater today than it was in 1953. 

Do you feel that we are keeping pace with the Soviet Union, econom- 
ically, that the national budget has not increased percentagewise in the 
last 7 years, and that the Russians, or the Soviet Union has increased 
their national budget much more so than the United States? Do you 
fee] that we are keeping pace with them economically ? 

Secretary Anperson. In the first place, it is very difficult to find 
common denominators of measurement between a totalitarian govern- 
ment and one that operates in the free competitive world, but it seems 
to me that we must not embrace the idea that growth, in terms of a 
statistical measurement, such as gross national product, is, in itself 
the one thing that we want to accomplish as a national objective. 
If we did so, we might very well increase our GNP by simply pro- 
ducing those things which are already in surplus, as, for example, 
allowing everybody to grow all the wheat, corn, or cotton, or any- 
thing else they want to grow, and agree to buy it. Rather, growth 
ought to be measured in terms of things that people want and that 
people are able to buy at prices that they are able to pay. 

T have always been reluctant to try to pick out a figure and say that 
“This is precisely the rate of growth in real terms that we ought to 
have.” We ought to have the maximum. We ought to have as much 
growth in real terms as we can achieve. 

The other problem that troubles me is that if, in our preoccupation 
with statistical differences, we try to force a rate of growth in a com- 
petitive economy, that cannot sustain itself, then you bring about real 
recessionary problems, and when you have a recession you simply do 
not use the resources and assets of your country. 

This is the real waste, and this is the thing we want to avoid. 

Now, it may sound more idealistic than you would like to say, that 
what you want to do is to have a sustainable rate of growth, but 
that is precisely what you want to do and you want that sustainable 
rate of growth as high as you can get, and just because somebody 
may decide that the idealistic is never accomplishable, there is no 
reason why you should not strive towards it, because that is what 
makes us produce the best effort we have. 
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So, in Russia they may very well extort out of their people things 
which they desire, but cannot get, in order to have a higher statistical 
rate of production in some other field which is to the best interests 
of the Russian state. We, in our country, may say that it would be 
more desirable if we had less of some of the luxuries of life and more 
of the necessities, but you have to do it by persuasion and by appeal, 
rather than to utilize the totalitarian system, which allocates your 
resources to where they want them to go. 

We pay a price for freedom and I think if anyone were given the 
absolute dictatorial control over a segment of the economy and you 
ignored everything, including human practices to see what might 
be accomplished, you might conceivably do a pretty good job, but with 
it you would have surrendered the thing that all of our people over 
the centuries have died for, and the thing that troubles me in this 
is whether or not, as free people, we are willing to take on the disci- 
pline of monetary management in society, which is the price you 
pay for freedom. Ithink we are. 

(The chart referred to follows:) 
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Mr. Conte. The reason I asked is, as you know, many editorial 
writers throughout the country today are maintaining we are not 
keeping pace with the Russians in education and science and other 
activities that you mentioned. That we are not contributing enough 
of our national budget for this growth. 

However, you feel differently. You have made a very sound 
argument. 

secretary ANnpERSON. Well, I would say this: that you can always 
get thoughtful people who would have some measure of difference 
in judgment as to precisely how a revenue dollar ought to be spent. 

This, again, is one of the privileges we have, that is, to disagree 
with each other, and out of this crucible of discussion you probably 
arrive ultimately at sounder judgment, but I think, philosophically, 
that a country, if it has to say “the first thing we di is everything 
that is necessary; that being done, that we do just as much of the 
desirable as we can; and because we do not do all of the desirable in 
any one year, let no one think that we think it is not desirable, but 
simply that in the working out of things you have to do it at another 
time, rather than do onevion: desirable at one time.” 

Mr. Con's. Yes. 

That is all, Mr. Chairman. 


SALARY CHECKS 


Mr. Gary. Several times over the past few years a proposal has 
been made that the Treasury discontinue issuing salary checks to em- 
ployees and instead draw checks in favor of commercial banks for 
the aggregate amount of salaries of a number of employees who may 
have accounts in such banks. What is the status of this proposal? 
Has the Treasury taken any action to adopt it? 

Mr. Anvrrson. A suggestion was made some years ago and it has 
been repeatedly urged on a number of occasions since then that 
employees of the Government be given an election to receive their 
salary checks, as they do now, or to elect to have their salary paid 
to a bank of their selection for credit to their account. It has been 
suggested that, in lieu of issuing paychecks to every employee, a 
large number of the employees woul elect to have their salaries paid 
to their banks and this could be accomplished with a lesser number 
of checks; thereby saving expenses of check issue and payment. 

The Treasury has made a thorough study of the proposed plan on 
a number of occasions. We have made a sample poll of some of our 
employees to see whether they would be receptive to the idea and 
found that overwhelmingly they did not favor the plan. Also, on 
the basis of our best information and analyses, we do not feel that the 
plan would result in economies. I understand that the Air Force had 
such a plan in effect at one of its operations and recently the Comp- 
troller General handed down a decision directing that the plan 
discontinued since it was contrary to law. I have a copy of the 
Comptroller’s decision (B-141025), dated November 12, 1959, which I 
will be glad to submit for the record. 

The staff of the Senate Committee on Government Operations made 
a very intensive study of the plan in 1958 and the Treasury’s staff 
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cooperated in this study. I have a copy of the staff report on the 
subject which I will also submit for your information. 

(The subject staff report was furnished to the committee.) 

(The Comptroller’s decision is as follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, November 12, 1959. 


THE HONORABLE THE SECRETARY OF THE AIR FORCE. 


DEAR Mr. SecrETARY: It has come to the attention of our Office that it is the 
practice of the disbursing officer of the Air Force Accounting and Finance 
Center, Denver, Colo., to issue a single check to a bank each pay period when 
a sufficient number of civilian employees request that their salary checks be 
mailed to such bank for deposit. The check, made payable to the bank, is issued 
in the total amount of the combined individual salary payments and is sup- 
ported by an attached listing showing the name of each employee and the 
individual amounts to be deposited. 

The procedure for issuing Government checks, covering salary payments of 
civilian employees, in favor of banks, for deposit to the individual accounts of 
employees concerned, rather than issuing checks to each of the individual 
employees is set forth in Air Force Manual 173-50, paragraph 70401.1, which 
provides, in pertinent part, as follows: 

“* * * Checks may be mailed each payday to banks or similar institutions 
for deposit to the employees’ accounts upon written request by the employees 
stating that satisfactory arrangements have been made with the bank for ac- 
ceptance of the checks. If more than one employee designates the same bank, 
a single check may be drawn for the total amount and transmitted to the bank 
with a list showing the name of each employee and the individual amounts to 
be deposited.” 

Sections 3477 and 3620 of the Revised Statutes, as amended, 31 U.S.C. 203 
and 492, respectively, provide in pertinent part: 

“$203. Assignments of claims; * * * 

“All transfers and assignments made of any claim upon the United States, 
or of any part or share thereof, or interest therein, whether absolute or con- 
ditional, and whatever may be the consideration therefor, and all powers of 
attorney, orders, or other authorities for receiving payment of any such 
claim, or of any part or share thereof, except as hereinafter provided, shall 
be absolutely null and void, unless they are freely made and executed in the 
presence of at least two attesting witnesses, after the allowance of such a 
claim, the ascertainment of the amount due, and the issuing of a warant for 
the payment thereof. Such transfers, assignments, and powers of attorney, 
must recite the warrant for payment, and must be acknowledged by the person 
making them, before an officer having authority to take acknowledgment of 
deeds, and shall be certified by the officer; and it must appear by the certifi- 
cate that the officer, at the time of the acknowledgment, read and fully ex- 
plained the transfer, assignment, or warrant of attorney to the person acknowl- 
edging the same. * * * 

“§$ 492. Duty of disbursing officers. 

“Except as otherwise provided by law it shall be the duty of every disbursing 
officer having any public money intrusted to him for disbursement, to deposit the 
same with the Treasurer or with one of the depositaries of the United States 
mentioned in section 476 of this title, and to draw for the same only as it may 
be required for payments to be made by him in pursuance of law and draw for 
the same only in favor of the persons to whom payment is made; * * *.” [Italics 
supplied. ] 

Under the specific provision of section 3620 of the Revised Statutes, as amended, 
supra, that a disbursing officer can draw his check only in favor of the person 
to whom payment is made, a disbursing officer, unless otherwise provided by law, 
is prohibited from drawing the salary check of an employee in favor of any 
person other than the employee to whom payment is made. (See 15 Comp. Dec. 
604, 14 id. 395, 12 id. 227.) In addition, the accounting officers of the Govern- 
ment have held generally that payment of an employee’s accrued salary to another 
would constitute an assignment prohibited by section 3477 of the Revised 
Statutes, as amended, supra, unless a power of attorney, order, or other authority 
for receiving payment has been executed in the form and manner prescribed 
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by the section. (See 11 Comp. Dec. 790, and decisions cited therein.) It does 
not appear that the procedure set forth in Air Force Manual 173-50, paragraph 
70401.1, provides for the execution of a proper power of attorney, order, or other 
authority for receiving payment in the form and manner prescribed in section 
3477 of the Revised Statutes, as amended, supra, or that such requirement is 
being complied with the disbursing officer at the Air Force Accounting and 
Finance Center, Denver, Colo. 

Accordingly, it must be held that the procedure set forth in Air Force Manual 
173-50, paragraph 70401.1, for issuing Government checks, covering salary pay- 
ments of civilian employees, in favor of banks, for deposit to the individual 
accounts of employees concerned, rather than issuing checks to each of the 
individual employees is in contravention of the law. Therefore, ‘the practice of 
the disbursing officer of the Air Force Accounting and Finance Center, Denver, 
Colo., of issuing a single check to a bank each pay period when a sufficient num- 
ber of civilian employees request that their salary checks be mailed to such bank 
for deposit should be discontinued. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 

Mr. Gray. Mr. Alexander. 

Mr. ALexanper. Mr. Secretary, I see the hour is late, but I do want 
to commend you for being so very frank and giving us these facts. 
I admire your integrity and the fine job you are doing. 

Frankly, I do not know when I have sat on any committee and 
listened with greater interest than I have to your coverage of these 
things, such as the public debt, inflation, increase in the number of 
Federal employees, the interest rate, things which I think are very 
vital to our country, and things which we, in this country, have to deal 
with, and I hope in the right way. 

Now I certainly do have a lot of questions that I would like to 
ask but due to the lateness of the hour I will not do it. Thank you. 

Secretary Anperson. May I say, Congressman Alexander, that any 
questions that you may have which you have not had time to ask, if 
you will send them down, I will be glad to supply the answers. 

Mr. Avexanper. Thank you. 

Mr. Gary. Mr. Secretary, I want to thank you for a very lucid, com- 
prehensive, interesting, and informative discussion of our fiscal affairs 
today. 

I think the fact that every member of the committee has sat 
throughout and listened to every word of it and has given rapt atten- 
tion is evidence of the appreciation of this committee for the help 
that you have given us. 

I do want to apologize to you for keeping you here so late, but I 
thought, knowing you better, that I should apologize to the committee. 
This is the latest hour, I think, that we have ever sat, but knowing 
you are a busy man I wanted to save you the trouble of paving to 
come back here tomorrow, because I thought you would probably like 
to sit through it this afternoon than to have to come back and spend 
another day. 

Seeretary Anperson. You are very thoughtful and I thank you. 

Mr. Gary. The committee stands adjourned until 10 o’clock tomor- 
row morning. 
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1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
rE MND ok ei ck once acsudabdebeads $1, 449, 690 $1, 425, 610 $1, 445, 100 
2. Administration and coordination of legal services_._.-.- . 365, 590 370, 800 
3. General administrative services --.........-....--------.- 679, 122 684, 940 702, 410 
4. Operation and maintenance of Treasury buildings. ---. 736, 592 756, 640 802, 471 
5. Employee health program - .........-....-------------- 66, 496 67, 200 67, 220 
OS ee ae 3, 303, 863 3, 300, 000 3, 388, 000 
6. Relation of costs to obligations: 
Costs financed from obligations of other years (un- 
paid undelivered orders), net (—) ..-.------------ POON Bcc cda nce avel bases avcatnaue 
Total program (obligations) -.........----.----- 3, 294, 809 3, 300, 000 3, 388, 000 
Financing: 
1959 appropriation available in 1958-........--...-.------- TEE Decininpaieaell nodeecngewans 
Unobligated balance no longer available - .........--...--- ft, REET ESS (ES ele Ae 
Appropriation (new obligational authority)_........-.-- 3, 303, 100 3, 300, 000 3, 388, 000 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions.-.........-..-..-------- 423 430 430 
Full-time equivalent of all other positions-. 2 2 2 
Average number of all employees. ....-.--- 403 406 406 
Number of employees at end of year. ....-..-..----.-----..--- 402 406 406 
BRoerers Ge Grete and Gilary.. . . .....n cnn ncn cnccnenccencsces- 8.4 $7,222] 8.4 $7,285| 8.4 $7,395 
Average salary of ungraded positions... ae $4, 577 $4, 545 $4, 576 
01 Personal services: 
EES, TA oa 5p. nnn connec enncnsenpaccges $2, 741, 579 $2, 710, 166 $2, 768, 455 
Positions other than permanent-.--- 3, 968 3, 000 3, 
COUT COPIA IRWIN 2 5 ns coo bie cedn kn. 40, 351 51, 075 40, 411 
OEE PUTOOIA ROT VINE... 5 5h eco ene senee 2, 785, 898 2, 764, 241 2, 811, 866 
ae ae ee ere pe 20, 609 21, 21, 000 
03 Transportation of things_.......-...------- Z 21 100 100 
04 Communication services........--..----.-- ‘ 55, 679 57, 700 57, 700 
05 Rents and utility services..........----..--..-- e 64, 216 64, 210 68, 800 
06 Printing and reproduction. .-.........--..----..--- ita 13, 409 14, 400 14, 400 
07 Other contractual services. .............-.......... = , 060 25, 100 48, 100 
Services performed by other agencies__-.--....--- “ 110, 636 113, 720 113, 720 
et SE i naiccccccerenionéecesssecduscenses 40, 430 53, 279 , 279 
EN is le Ei oad ck C meng rr phanabinncshonssanen 9, 958 10, 000 20, 000 
11 Grants, subsidies, and contributions--_-............-..-... 174, 987 174, 250 177, 035 
13 Refunds, awards, and indemnities. .-...............------ 603 600 600 
SS ea eee 1, 297 1, 400 1, 400 
1959 program obligated in 1056. .. ..................cas-0<-.220-- WEL Lewtinesikncthdchantaimibices 
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Intragovernmental funds: 


ADVANCES AND REIMBURSEMENTS 


Program and financing 
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1959 actual | 1960 estimate} 1961 estimate 
sie my by activities: 
1, SOMONE GOON 6 onc cc nuncuannanesesousdsunecacnce $34, 432 $25, 725 $25, 780 
2. Administration and coordination of legal services... .... 9, 530 10, 10, 660 
3. General administrative services_.............---.-----. 167, 589 171, 070 172, 215 
4. Operation and maintenance of Treasury buildings... _- 24, 917 18, 545 18, 545 
5. Employee health program.................----.-------- PO wad itinsssacaluseceaeuancas 
IE SIE cn kaudnndddsbcacskeantnoncwcancwsen 240, 472 226, 000 227, 200 
Financ sing: 
Unobligated balance brought forward__..........---..---- 2, 787 7) ee 
Advances and reimbursements from other accounts 246, 946 216, 739 227, 200 
Unobligated balance carried forward__- EEE dea cea cancataibannencssaeeee 
EE TE tne ciincadinecncuraseseuesabaeieausesans 240, 472 226, 000 227, 200 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 
‘Total number of permanent positions. _............-....------ 28 25 25 
Average number of all employees. -.-.....- 28 25 25 
Number of employees at end of year 28 4 24 
Average GS grade and salary.-.--.........-...---..----------- ; 8.4 $7,395 
Average salary of ungraded positions._............-.-.-------- $4, 57 $4, $4, 576 
01 Personal services: 
PI SID ica dcaicudensnaseianskoenened $137, 205 $119, 500 $119, 555 
Positions other than permanent... | EERSTE, Meares 6 Fass} 
Other personal services 9, 002 6, 000 5, 600 
‘Total personal servioes.............0..6-..nsccececee 146, 357 125, 500 125, 155 
a a ees . nies aa y | _ PEPE EELS bow hee 
04 Communication services...................-...-..-.----.- 45,010 ; , 900 
05 Rents and utility services___- 17, 781 17, 445 17, 445 
06 Printing and reproduction. _-_-. i 378 350 350 
07 Other contractual services_....--....-....- ‘ 395 1, 840 
Services performed by other agencies-- a Se re eee Peer 
08 Supplies and materials..............--....- asin 18, 499 19, 000 19, 000 
09 Equipment. .........2:..2..2..20..225 d | Rea. Se es ee 
1l Grants, subsidies, and contributions__- naan 7, 037 6, 410 6, 510 
Pe ear eee WO he cccccsadapaatbtesscdccascen 
I oo ce oscniin no tun wad dad sawdsuwaadecuas 240, 472 226, 000 227, 200 
Proposed for later transmission : 
SALARIES AND EXPENSES 
Program and financing 
1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1, General administrative services.................-....--]..------.-.---  &. | as 
2. Operation and maintenance of Treasury buildings......|_......-.----- 7 ee 
RE OIG i va cniccsaccdcascodacdcucucucedwasnulvssuesnnncoans a: ae 
Financing: Proposed supplemental appropriation_............|.-....--.----- SHR [ac asesccdudaan 
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Mr. Gary. The committee will come to order. 

We will consider this morning the requests for the Office of the 
Secretary. 

Mr. Weatherbee, the Administrative Assistant Secretary, will handle 
these requests. 

The appropriation for the Office of the Secretary for 1960 was 
$3,300,000. The estimate for 1961 is $3,388,000, which is an increase 
of $88,000 over 1960. 

Off the record. 

(Discussion off the record.) 

Mr. Gary. In addition to the $3,300,000 appropriated for 1960, 
$280 million was appropriated in the Supplemental Appropriation 
Act of 1960, Public Law 86-213, for investment in Inter-American 
Development Bank. That item was for the American contribution 
to the capital of the Bank, and is not a recurring appropriation. 

Although additional funds are authorized for this item, the request 
will be made by the Treasury only when such additional funds are 
needed and there are no requests for appropriation for the investment 
in Inter-American Development Bank for the 1961 budget. 


JUSTIFICATION MATERIAL 


We will place at this point in the record pages 1 through 4 of the 
justifications. 
(The information referred to follows :) 


Analysis of appropriation base for fiscal year 1961 


Regular appropriation, 1960 act $3, 300, 000 
Supplemental appropriation for 1960 















































Total appropriation, 1960 3, 300, 000 
Reductions: 
1. Executive direction $5, 390 
2. Administration and coordination of legal services-_.._ 1,431 
8. General administrative services 2, 035 
4. Operation and maintenance of Treasury buildings._._.. 2, 494 
Total 11, 350 
Additions: 
3. General administrative services 2, 300 
4. Operation and maintenance of Treasury buildings... 29, 700 
Total 32, 000 
Adjustment in base (net) 20, 650 
Appropriation base for 1961 3, 320, 650 
Increase over appropriation base 67, 350 
Appropriation estimate for 1961 3, 388, 000 





Increase or decrease from total appropriation +88, 000 
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Comparison of appropriation base with appropriation estimate for 1961 

















Appropriation base Appropriation esti- Increase (+) or 
for 1961 } mate for 1961 decrease (—) 
Activity 
Average | Amount | Average} Amount | Average | Amount 
positions positions positions 
1, Executive direction. .-.........-- 150.4 | $1, 420, 220 150.4 | $1,445, 100 |--...--.-- +$24, 880 
2. Administration and coordination 
of legal services..-.-- ._- 39.5 364, 159 39.5 og ee +6, 641 
3. General administrative services. - 84.5 685, 205 84,5 rk 5 ee +17, 205 
4, Operation and maintenance of 
reasury buildings.-_---...----- 131.3 783, 846 131.3 oe el SEE EEE +18, 624 
5. Employee health program.--..-...|---------- C1) AeO Veweasauses WES Nitec ad icencese heat 
sta ie ca eee ra inne 405.7 | 3,320, 650 405.7 | 3,388,000 |.--..--.-- +67, 350 
Adjustment in base (met) -_.-..-...]-----.----- ME OOG take ces2-|oeegassbdnt eawadekid +20, 650 
Total appropriation 1960, and 
appropriation estimate 1961_ 405.7 | 3,300,000 405.7 | 3,388,000 |.-..----.- +88, 000 























GENERAL STATEMENT 


The Office of the Secretary is responsible for the overall direction and admin- 
istration of the Treasury Department. This responsibility includes the follow- 
ing: (1) Formulation of tax and fiscal policies; (2) management of the public 
debt ; (3) collection of revenue; (4) printing of currency: (5) manufacture of 
coins; (6) lending functions under section 302 of the Defense Production Act 
of 1950 and under section 409 of the Federal Civil Defense Act of 1950; (7) 
liquidation of the Reconstruction Finance Corporation; (8) administration of 
the United States Coast Guard, Secret Service, and Bureau of Narcotics; (9) 
coordination of law enforcement activities; and (10) central management of 
the Department. In addition, the Office of the Secretary provides legal services 
and facilities, central administrative services, buildings operation and mainte- 
nance program, and an employee health program for organizations within the 
Department which do not have such services and facilities. 

The estimate for the Office of the Secretary is in the amount of $3,388,000, an 
increase of $88,000 over the amount appropriated for the current year. The 
additional requirements include the cost of increases in wage board rates for 
the crafts and duplicating forces; mandatory within-grade salary advance- 
ments; an increase for the replacement of equipment; and the cost of employee 
health benefits under the Employee Health Benefits Act of 1959. 


EXPLANATION OF LANGUAGE CHANGES 


No changes are requested. 


Analysis of appropriation base 














Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+-) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 
1. Executive direction .-.......----- 150.4 | $1, 425, 610 IN ti actencuda vt vaaadevees —$5, 390 
2. Administration and coordination 
of legal services. -.......-.----- 39.5 365, 590 GOP bissccecnassebeewecseaad —1, 431 
3. General administrative services. - 84.5 684, 940 2,035 lo | +265 
4. Operation and maintenance of 
Treasury buildings...........-- 131.3 756, 640 2, 494 GT incddeenns +27, 206 
5. Employee health program. -...-.|-.-------- Sl! SS, PATEL SS Se Se ee 
WS accwckoganss <cpcquaedese 405.7 | 3,300,000 11, 350 P| eee +20, 650 
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Net changes in base 


1. Executive direction: 








Reduction: 
Elimination of pay for 1 day in excess of 52-week base__----~- $5, 390 
ec rarNONTS A URSNE —5, 390 
2. Administration and coordination of legal services: 
Reduction : 
Elimination of pay for 1 day in excess of 52-week base____--~- 1, 481 
re rn tn cede eneeceunene —1, 431 
3. General Administrative Services: 
Reduction : 
Elimination of pay for 1 day in excess of 52-week base____---_ 2, 085 
Addition : 


Increase in personal service costs as a result of rate increases 
approved by the Wage Board in the fiscal years 1959 and 
1960. The 1960 appropriation did not include funds for these 





I a a ia eeaceind 2, 300 
Pee uns ON QIN oa ok ei a hee ceewocne +265 
4, Operation and maintenance of Treasury buildings: 
Reduction : 
Elimination of pay for one day in excess of 52-week base_____ 2, 494 
Addition : 


Increase in personal service costs as a result of rate increases 
approved by the Wage Board in the fiscal year 1959. The 
1960 appropriation did not include funds for these increases. 29, 700 


pW SHEN TE TINE th ok cae +27, 206 
Pret INDE WINN SoS bes oe eh liitewnc +20, 650 


Mr. Gary. Mr. Weatherbee, we will be very glad to hear from you 
at this time. 
GENERAL STATEMENT 


Mr. Weatuersee. Mr. Chairman and members of the committee, 
it is a privilege for me to appear before you to present this estimate 
of the Office of the Secretary. As I mentioned yesterday, I have 
appeared before the committee previously but with the Post Office 
Department. I transferred to Treasury last fall, September, to re- 
place Bill Parsons, who resigned in late August to accept the posi- 
tion of vice president of the System Development Corp., in Santa 
Monica. 

The last 4 months have certainly been busy and interesting ones for 
me, as I have devoted a greater part of my time to becoming better 
acquainted with the various Treasury programs, particularly those 
in the administrative field. I am very pleased with the cooperation 
and assistance I have received and am impressed with the conscien- 
tious efforts being made by Treasury personnel throughout the De- 
partment to carry out their responsibilities. 

I have met with the heads of all bureaus to discuss with them their 
programs and ways in which my staff can be of assistance. I have met 
with officials of the Bureau of the Budget and of the Civil Service 
Commission to ascertain their views on management problems in the 
Treasury and to obtain their suggestions. I have held meetings also 
with the Departmental Management Committee with which you are 
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familiar, and appreciate the value of the assistance this group can 
render in solving some of the problems with which we are faced in the 
Department. 

he appropriation granted the Office of the Secretary covers the 
salaries of the personnel assigned to the immediate Office of the 
Secretary, his staff of assistants, the Office of the General Counsel, and 
the Office of Administrative Services. It also provides funds for the 
administrative operating expenses of these offices and for the operation 
and maintenance of the Main Treasury Building and Treasury Annex 
across the street. In addition, it finances the operation of four health 
units for Treasury employees in Washington, D.C. 

Our program in the fiscal year 1961 will be the same as in past 
years, and that is to provide the Secretary with the assistance he needs 
in directing and administering the Treasury’s many and varied ac- 
tivities. 'These responsibilities include the formulation of tax and 
fiscal policies, management of the public debt, collection of revenue, 
supervision of national banks, printing of currency, manufacture of 
coins, and the administration of the Secret Service, Coast Guard, 
and Bureau of Narcotics. In addition, he has, of course, important 
responsibilities relating to international financial activities and for- 
eign economic policy. 

INCREASES REQUESTED 


The estimate for the Office of the Secretary for the fiscal year 1961 
is in the amount of $3,388,000, an increase of $88,000 over the ap- 
propriation granted for the current year. The additional funds are 
requested for the following purposes : 

(1) $23,000 for health benefit costs authorized by the Employee 
Health Benefits Act of 1959. This cost is based on a formula devised 
by the Bureau of the Budget. The Civil Service Commission is re- 
sponsible for the administration of this program and is making the 
necessary arrangements for it to be put into effect the beginning 
of the fiscal year. 

(2) $32,000 for wage-board rate increases approved after the esti- 
mate for the appropriation for the current year was presented to you. 
The compensation of the duplicating and crafts forces is determined 
by the Department’s wage board and is based on prevailing rates. 
The unbudgeted increases were approved in January and September 
of 1959. 

Another rate increase has been approved for the crafts force, to be 
effective January 7, 1960, the cost of which is not included in the 
estimate you are considering today. It may be necessary to consider 
requesting supplemental funds to meet these unanticipated additional 
costs for wage-board increases for the current year. 

(3) $29,760 for mandatory within-grade salary advancements re- 
quired by law. This cost is based on a determination of the actual 
cost of such promotions for the employees on the rolls during the cur- 
rent year after consideration is given to the estimated savings result- 
ing from normal turnover. 

(4) $4,590 for a 7-percent increase in electricity rates which was 
approved by the Public Utilities Commission in April of 1959. 

(5) $10,000 for replacement of equipment used in the daily opera- 
tions in the staff offices and in connection with the maintenance of two 
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buildings. In recent years, unanticipated increases in personal serv- 
ice and other costs have made it necessary to defer, to the extent pos- 
sible, purchases of equipment of all types. As a result, most of the 
equipment now in use is old and the cost of repairs to keep it in work- 
ing condition is becoming excessive. The additional funds could be 
used to accelerate an orderly equipment replacement program. 

The total of the increases requested is $99,350. However, inasmuch 
as there is 1 less day in the fiscal year 1961 than in 1960 for which em- 
ployees receive compensation, our estimate was reduced by an appro- 
priate amount, $11,350. Therefore, the net increase is $88,000. 


SALARIES AND MISCELLANEOUS OPERATING EXPENSES 


The estimate includes $2,811,866 for 405.7 average positions, the 
same number estimated for the current year, and $576,134 for miscel- 
laneous operating expenses, such as the following : Employer’s share of 
contributions to the civil service retirement fund, the Government 
life insurance program, and the employee health benefit program; 
steam, utilities, equipment, communications, printing, contractual 
services, supplies, and materials. 

During the past few months I have given careful attention to the 
development of this estimate and to our financial planning for the 
current year, and sincerely believe that it represents our best esti- 
mate of our minimum requirements for the adequate discharge of 
the responsibilities with which we are charged in the Office of the 
Secretary. 

MANAGEMENT IMPROVEMENTS 


One of my responsibilities is the administration of the Department’s 
management improvement program. Secretary Anderson takes a 
personal interest in management improvement activities and has asked 
all employees to be constantly on the alert to discover ways to im- 
prove our operations. The results have made it possible for our 
bureaus to operate more efficiently by obtaining greater utilization 
of their manpower in handling workload increases. The monetary 
savings realized have helped us to avoid heavy manpower increases 
and to absorb much of the unanticipated administrative costs. 

A report of the progress made throughout the Department during 
the fiscal year 1959 has been summarized in this booklet, and I would 
be pleased to leave copies for the members of the committee to review 
or use in any way you like, Mr. Chairman. 


SAVINGS GENERATED FROM THE PROGRAM 


Some examples of the steps that have been mentioned in this book- 
let taken during the past year to improve our operating methods and 
procedures and which produced annual recurring savings of approxi- 
mately $8 million are the following: 

1. The Internal Revenue Service eliminated the use of excise tax 
stamps on liquor and tobacco with estimated annual recurring savings 
of $1,570,000. Taxes now are being collected semimonthly on a re- 
turns basis from manufacturers. 

2. The further conversion of veterans’ training allowance payments 
to punched cards has permitted various regional disbursing offices of 
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the Bureau of Accounts to discontinue maintenance of the addresso- 
graph plates and/or card files formerly used in making these pay- 
ments. Punched cards furnished by the Veterans’ Administration 
are now used in preparing such checks, and monetary savings of 
$100,000 are expected to result in various operations. 

3. The Treasurer’s Office has completed an agreement with the Post 
Office Department for a single reimbursement procedure covering all 
official mailings made by the Treasurer’s Office or its agents. Savings 
of $90,000 will be realized in reduced processing costs. The Bureau 
of Narcotics and the Internal Revenue Service also have negotiated 
simplified payment plans with the Post Office Department. 

4. The New Orleans Regional Disbursing Office, Bureau of Ac- 
counts, was closed on February 28, 1959, and the bulk of the workload 
was transferred to Birmingham. Savings of $70,000 resulted through 
integration of the New Orleans workload with the larger scale opera- 
tions of the Birmingham office, therebv reducing overhead costs and 
permittine use of more efficient equipment. 

5. The Bureau of Narcotics abolished district No. 7 covering Ken- 
tucky and Tennessee, and assigned its territory to adjoining districts. 
Better utilization of manpower is anticipated. 

6. Continued efforts to improve the equipment and processes of the 
Bureau of Engraving and Printing in manufacturing currency on its 
32-subject presses resulted in lower unit cost rates with savings of 
22 man-years and $848,000. This includes savings derived from: new 
note-counting machines which have practically eliminated the hand- 
counting of notes; and the use of reverse sequence numbering wheels 
on currency overprinting presses, which, combined with changes in 
sheet examining methods, has increased production of sheet examiners. 
The use of new equipment by the Bureau in the manufacture of coils 
of 100 stamps each reduced unit cost rates with resulting annual sav- 
ings of 88 man-years and $451,268. 

7. Conveyor systems were installed in the Chicago and Honolulu 
mail divisions of the Bureau of Customs to facilitate the examination 
of foreign mail parcels. At Chicago, the increased capacity permitted 
that port to process all ordinary and insured mail arriving there for 
a 12-State area instead of for 2 States as before. A similar system 
installed at New York has enabled that port to expand greatly its area 
of operations. In addition, a modern baggage examination counter, 
similar to those installed at New York International Airport, has been 
designed for installation at airports handling commercial interna- 
tional traffic. 

MODERNIZED EQUIPMENT 


In recent years the Department has been using electronic equipment, 
as you know, to handle some of its large volume operations. Continu- 
ing attention is given to refinements of the systems now in use, such 
as those in the Office of the Treasurer for paying and reconciling Gov- 
ernment. checks and in the Parkersburg, W. Va., office of the Bureau 
of the Public Debt which is used to process and maintain records of 
series E punchcard savings bonds. The Internal Revenue Service and 
other bureaus are considering greater use of electronic equipment to 
handle the processing of some of their work. The heads of the Bureaus 
who appear before you can and will give you more specific details about 
these plans and the progress made to date. 


50114—60——-7 





96 


AWARDS PROGRAMS 


The incentive awards program produced $829,927 of the manage- 
ment improvement savings realized in the Department in 1959. A total 
of 2,047 suggestions were adopted and 1,643 superior performance 
awards were approved. In addition, there were 125 special act or serv- 
ice awards, 10 special honor awards, and 12,928 lapel buttons were pre- 
sented to employees who had completed 15 or 30 years of service. The 
Albert Gallatin certificate, which is awarded upon retirement or death 
after 20 years of honorable service, was given to 1,016 employees. 

You will be interested in knowing that we have recently developed 
and are in the process of implementing our plan to give further recog- 
nition to employees at the lower grade level and to increase participa- 
tion in the suggestions program. Additional recognition will be given 
also to employees for extensive participation in the awards program 
and for length of service, and we intend to make a special effort. to 
increase honorary recognition of employees for outstanding perform- 
ance. 

TRAINING PROGRAMS 


The Treasury encourages its employees to take advantage of outside 
training opportunities and is also trying to improve its own internal 
training methods. Representatives of the Department have partici- 
pated in the executive development programs of American Manage- 
ment Association, American Society for Public Administration, 
Brookings Institution, and the Civil Service Commission. Mr. James 
Stover, a member of my staff, was the first Treasury employee chosen 
for one of the Rockefeller public service awards. These awards en- 
able Government employees to advance their knowledge by university 
training or special study projects. 

Some of our other training activities are— 

(1) Treasury Law Enforcement School which offers a 6 weeks’ 
course in law enforcement and criminal investigation. 

(2) Fiscal service executive development program. Each year 
eight. persons are selected from the Bureau of Accounts, Bureau of 
the Public Debt, and Office of the Treasurer to participate in this 
special program. 

(3) The Bureau of Customs has a formal, nationwide program 
to train customs personnel. As a part of this program, a super- 
visory training course was developed to be given throughout the 
service. 

(4) For the fourth year, the Internal Revenue Service has 
continued the operation of its executive development program. 
Participants in this program are carefully selected for their 
potential executive ability and are given a 6 months’ training 
course. 

(5) As a part of the Department’s safety program, arrange- 
ments were made for 41 Treasury supervisors to participate in 
the Labor Department’s training in industrial safety and office 
safety courses. In this connection, I would like to mention that 
the number of lost-time injuries per million man-hours worked, 
which is the frequency rate, was 4.3 in 1958, or 8.5 percent lower 
than the rate in 1957. This is the lowest rate that has been re- 
ported for the Treasury. 
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In addition to the monetary savings which our management im- 
provement program produces, there are many intangible benefits. I 
will be glad to furnish the committee with any appropriate informa- 
tion in which you may be interested regarding the projects now in 
progress and those which we are planning to undertake. I believe, 
however, that the individual bureau representatives can probably 
best fill you in with specifics as they appear before you. 

Thank you, sir. 


DIFFERENCE BETWEEN HEALTH PROGRAMS 


Mr. Gary. What is the distinction between the Employee Health 
Benefits Act and the Treasury Department employee health program ? 

Mr. Wearuerser. The Treasury Department health program is 
comparable to what you will find in existence in other departments 
and agencies to provide health room services—the minimum emer- 
gency drop-in type service where somebody has a cut on the finger, 
something in the eye, a fall that can be taken care of in the building 
by the Public Health nurse. 

The health benefits program you referred to will become effective 
July 1. It is authorized by legislation passed by Congress last year, 
and is available to all Government personnel who are eligible and 
wish to join. The Government and the employees share the cost of 
this comprehensive health insurance program. 

Mr. Gary. There is no overlap between them ? 

Mr. Wearuersere. No. I cannot see any overlap between them, Mr. 
Chairman. 

Mr. Gary. The employee health program is just an emergency 
program ? 

Mr WEaTHERBEE. Yes, sir. 

Mr. Gary. So that if an employee is taken sick on the job, then it is 
an emergency room to which they go and receive the necessary medical 
service. 

Mr. Wearuersee. That is right. 

There is some experimentation going on in the various departments 
including ours in an attempt to try to prevent within reasonable 
means absences from the job because of illness such as during a flu 
epidemic. We have not done anything this year, but you will recall 
a couple of years ago many of the departments went into mass innocu- 
lation programs at a nominal cost to the employees, or in some cases 
no cost at all. They did it under the authority of the act of Congress 
which permits these health programs, but there is not much of that 
being done in the departments today. 

Mr. Gary. Off the record. 

(Discussion off the record. ) 


ROLE OF OFFICE OF THE SECRETARY IN MANAGEMENT IMPROVEMENT 
PROGRAM 


Mr. Gary. What is the role of the Office of the Secretary in the 
management improvement. program ¢ 

Mr. Weatuerser. Well, Mr. Chairman, in reading this report, I 
certainly do not want you or any of the members to think that we in 
the Office of the Secretary are taking the credit or have the direct 
responsibility for most of the items that are in here. 
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The Bureaus themselves, naturally, on their day-to-day work, are 
trying to do a better job, and we consider our role simply to be one 
of encouragement, facilitating in every way possible, especially where 
cross-Bureau activities are involved or where perhaps help from out- 
side, from the Bureau of the Budget or other agencies, could be pro- 
vided. We provide assistance to them by counseling or by detailing 
people from my staff, if this is of help. We are doing that this 
coming week as I am detailing the head of the Management Analysis 
Staff to Internal Revenue to work with them on analysis of the bids 
that are being received in connection with the extension of the auto- 
matic data-processing program they are considering. 

This, however, is not from the standpoint of control in the sense 
that most of us think of control, but simply to be of assistance. I 
believe, however, if Bureaus were remiss in their responsibilities, it 
would be probably on my shoulders to call it to the attention of, first, 
the Bureaus themselves, and, then, the policy official immediately above 
them in the Department, probably an assistant secretary or one of 
the under secretaries, and, if necessary, call it to the Secretary’s per- 
sonal attention. 

I have been with the Department for such a short time that I can- 
not take credit for very much. However, looking at the history of the 
years past, the Department seems to have done a terrific job in trying 
to approach on an organized basis the problems that are being han- 
dled throughout the Department and keeping an eye on them and per- 
haps putting a needle in once in a while, providing a little assist. 

Mr. Gary. The Department has done a very excellent job on that 
program, and it is a program in which this committee has been very 
greatly interested. It was a program that was started by Secretary 
Snyder when he was Secretary of the Treasury. Our committee was 
insisting at that time upon management improvement. As a matter 
of fact, I am of the opinion that the only way we can get real savings 
in a Department like the Treasury Department is by management 
improvement. 

Secretary Snyder set up this permanent management improvement 
program, and each succeeding Secretary has continued it. Some very 
outstanding improvements in the management proceedings in the 
Treasury Department have resulted from it. 

Our committee has always felt that the Treasury, largely by reason 
of that program and other efforts that have been made, is one of the 
most economic and efficiently operating departments of the Govern- 
ment. 

We are very much interested in the perpetuation of that program 
and the use of it as far as possible to bring in new methods that will 
improve the efficiency of the Department. 

Mr. Weatuersee. The Department certainly appreciates the inter- 
est of this committee in this particular program because we, too, feel 
it is very productive, and certainly as long as I am in the Treasury it 
will be one of my desires to continue and improve the efforts in this 
area. Last year we did have one of the highest returns from our ef- 
forts that we have had in about a dozen years, or the period it has been 
in operation. Over $8 million, we can see, was saved in the sense that 
if we had not done the things that resulted in this $8 million change, 
wwe would have had to have increases to that extent in terms of man- 
power or other costs. 
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We use the word “savings” rather loosely in Government, I am 
afraid, but this is real when it does reduce your requests for funds. 
We think we can show that and we think the committee appreciates 
that on the basis of the record of the number of employees and ex- 
penditures over the years in the Department. 

Mr. Gary. The management improvement program and the joint 
accounting program are two pets of this committee. We have fol- 
lowed them very closely because we feel that they do offer opportuni- 
ties for very substantial improvement in the management and account- 
ing activities of the Government. 


SALARIES OF WAGE BOARD EMPLOYEES 


Mr. Pitt10on. Mr. Weatherbee, I know that you are sincerely trying 
to do a good job there and your report indicates it. But I am still 
bothered by the creeping upward spiral of cost both in Government 
and, of course, outside Government. 

On page 2 I note that your total request is for $3,388,000 and your 
increase is $88,000 over last year. Now, that is not a large sum in 
itself, but it still amounts to 2.6 percent. 

I recognize that the reasons for it, of course, are reasons out of your 
hands perhaps. They are a result of the health benefit and wage board 
increase, et cetera, which you cannot help. We will have to charge 
that to Congress, I think. 

But how does the wage board increase the rates? Does that mean 
you have a wage board down there that determines almost any time 
it sees fit to increase salaries? How doesthat work? Iam not familiar 
with that. 

Mr. WeatHeERBEE. The wage board principle in our Department is 
the same as in other Departments. 

Mr. Pinxion. Yes. 

Mr. WeaTHERBEE. In fact, we are actually simply following the lead 
of principally the Department of Defense. The wage board at the 
Treasury is, I think, helpless to make a determination that varies in 
any significant way at all from the determinations of the large em- 
ployees within the Government of wage board employees, because then 
we simply would have the employees transferring to the other Depart- 
ments or Agencies with the higher rates. 

But the principle is to pay the prevailing rate in the area, and there 
is an annual review made, more frequently sometimes, and the wages 
are adjusted in accordance with the law passed by Congress effecting 
wage board increases. 

The only control we really have is when we start making a survey. 
Once you start, you are on the road, I think, almost inevitably these 
days, to adjustment. The increases cannot be anticipated, as you 
know, in the budget presentation. 

Mr. Prtut0N. Does the wage board have jurisdiction to increase sal- 
aries of positions or of individual persons themselves within the frame- 
work of a congressional law, a statute? 

Mr. Weatuerser. I think I understand your question. They do 
have some authority, I think relatively minor in our case, to make 
adjustments involving the changes of levels, such as under the Classi- 
fication Act would be called reclassification from one grade to another. 

Mr. Prion. Yes. 
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Mr. Weatuersee. But the money involved in the wage increases that 
are being passed out these days is almost entirely in the adjustment of 
the salary r range in the same identical position on the basis of changes 
that have occurred in the area, which is the Washington area in this 
case. These positions are all in Washington. 

Mr. Pitz10oN. Of course, when vou talk about prevailing wages, the 
prevailing wages are pretty well established by Government itself. 
So does it go to itself and say “we establish the prevailing wage and 
therefore we look upon_ that as a prevailing wage”? How do you 
have a prevailing wage in which all the jobs are practically Govern- 
ment? 

Mr. Weatuerser. I think you have a very good point in some areas 
of the country. The Government has to be particularly careful in an 
area with a large number of Government employees. We do not have 
the predominant number actually, however in Washington. TI think 
there are about 2 to 1 private industry employees in this area even as 
against the Government. There are some areas around the country 
where the Government would be the primary employer. Here it 
— look to itself for comparability. It has to look somewhere 
else. 

Mr. Prixt0on. IT just wonder about that, whether that is a very good 
policy, to use the prevailing wage in an area where you have the 
greatest number of employees. 

Mr. Weatuerser. I think this involves examination by all who are 
concerned, including those in the Congress. 

Mr. Prrx10on. I note on page 4. Mr. Weatherbee, that the estimate 
includes $2,800,000 for 405.7 positions. How does that compare with 
last year? 

Mr. Wratnerrer. The same, sir. We have asked no increase in the 
number of positions and the only increases involved in this $88,000 
are actually things we feel are beyond our control with one single 
exception, and that is an item of $10,000 that we feel we really should 
request to get replacement equipment. 


EQUIPMENT 


We have in the area of $10,000 for equipment. However, in the 
past, in an effort to keep down our expenses we have deferred equip- 
ment purchases. The result has been continuing aging of equipment 
such as calculating machines and typewriters. 

I have schedules which have been drawn up at my request to indi- 
cate how we would spend the $20,000, if we should get it, for the next 
10 vears, showing what is happening to our equipment during that 
period and where we have to make these adjustments to try to stay 
within a reasonable pattern of age and use. 

Equipment, of course, is a very small part of the cost of, say, a typing 
position. You have a typist and the equipment she uses is the type- 
writer. The typewriter is probably one one-hundredths or less of 
the total cost because of thes salary ‘cost these days and a typewriter, 
after all, can be used for at least 10 years or approximately that. On 
the other hand, the typist’s salary you have to pay every year and 
probably increase it. 
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POSSIBLE REDUCTION IN REQUEST FOR 1961 


Mr. Pitxion. With the grant of your request for machinery and 
your rate of management a could we talk you into a 1 
percent decrease, do you think, in efficiency next year not because it 
amounts to very much but just to set an example all through the 
Department ? 

Mr. WEATHERBEE. We will try to adjust our operation to anything 
that the committee feels necessary. 

Mr. Pixxion. I have great faith you can do it. 

Mr. WreaTuERBEE. We have taken the position over the years, as I 
understand it, from everyone, that the Treasury should set an example 
in the Government. The Office of the Secretary has tried to set the 
example in the Treasury. This has resulted in some adjustments. 

I came to the Department in September. We could not ask for the 
money for these wage board increases because they had not been 
approved when the 1960 estimate was prepared. We have not been 
able to get it since because there has been no opportunity. I have 
tried to stay within the adjustments which had already been made. 
To do this, it has been necessary to postpone promotions, purchases, 
and replacement of people coming in from the outside, and to some 
extent even drag my feet a little bit on what I would consider legiti- 
mate reclassifications of our employees, who have actually assumed 
additional responsibilities. 

I think this is getting into a little dangerous area because I believe 
those people are entitled at the earliest opportunity to salaries of 
higher positions when they are discharging the duties. But this was 


the only way tostay within the funds available. 

Mr. Pitxton. I would just like to say that I appreciate the personnel 
and those management problems but I would like to say this: that we 
must recognize that the wage scale and wage level in Washington is 
rather high compared to the rest of the country. I think we ought 
to keep that in mind. Thank you very much, Mr. Weatherbee. 

Mr. Weatuerser. Thank you, sir. 


EQUIPMENT 


Mr. Gary. What is the value of the equipment for which you are 
asking this $10,000 replacement ? 

Mr. WeatuHeERBEEF. The total expenditure that we would like to make 
on equipment is in the area—I am rounding this out—$20,000 as 
against approximately $10,000 now and includes not only business 
equipment, typewriters and adding machines, and that sort of thing, 
but equipment in our shops, which is used by the people who maintain 
the two buildings. One item alone, for instance, which we feel will 
save us money in terms of man-hours spent one way or another is a 
scrubbing machine. These are down-to-earth items, but this one alone 
represents $3,000 of that total. 

Mr. Gary. For ascrubbing machine? 

Mr. WEATHERBEE. To wash the marble, granite and cement floors. 
It isa pretty solid building. 

The other heavy expenditures are in the area of calculators, and, of 
course, the people in our debt analysis and tax analysis staffs use 
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these heavily. We have suggested replacement, for instance, of nine 
automatic calculators that are over 16 years old now. 

This is an item that costs us $5,400. 

We suggest replacement of nine standard typewriters that are over 
18 years old. We believe that the equipment will pay for itself in 
just the time that it is used by individuals who lose time in the repairs 
of machines and corrections on letters and documents that are typed. 

Mr. Gary. You say the additional funds could be used to accelerate 
an orderly equipment replacement program. What do you mean 
by accelerate ? 

Mr. Weatuersee. We feel if we do not ask for a few thousand 
at a time in the next several years, we will have to come in for a large 
amount in terms of a request at some point in the future. 

No one can tell now, I suppose, but the typical age for most of these 
machines is considered to be 10 years. We already have a large num- 
ber of machines that are up in the 15 to 20 year age bracket. And 
our thought was that even if it hurts somewhere else we ought to 
put some money aside and start replacing some of this real old 
equipment. 

We have talked in terms principally of adding machines, type- 
writers, calculators, and equipment in the shops where we have our 
carpenters, painters, and people who maintain the building. 

I think you are familiar with the operations of both the Bureau 
of Engraving and Printing and main Treasury Buildings where we 
maintain most of the activities in the buildings because of the security 
problem of printing of money in the case of the Bureau of Engraving 
and Printing and the large amounts of cash in the main Treasury 
Building. 

Mr. Gary. This committee is rather insistent that wherever there 
is equipment and machinery that needs replacement from time to time 
that the departments adopt an orderly replacement program, replacing 
a certain amount each year, so they will not have to come in and ask 
for large replacement items at one time. Is that what you are trying 
to do with this program ? 

Mr. Weatuerser. Yes, sir. I can give you a simple example of 
adding machines, because this is something that we have to have. We 
have 53 adding machines on hand now and 39 of them are over 15 
years old. The normal life expectancy is considered to be 10 years, 
so that we have quite a problem seule, and we are only suggesting 
five this first year for replacement. 

The same thing is true on calculators. We have 90 altogether— 
43 of them, or half of them, are 15 years of age or older, and the life 
expectancy there is also 10 years. We are proposing to replace nine 
of those. 

We have carried this pattern through to 1970. Even in 1970 the 
replacement schedule here shows machines with 17, 15, and 11 years’ 
usage. So we have a logical and factual presentation to support 
internally what our people, of course, down the line, have requested. 

We have tried to keep a very careful inventory of everything that 
we have. Of course, we have a number of technicians who probably 
are able to do things for us that other agencies cannot get done 
without excess cost because they are craftsmen and they can repair 
a lot of things themselves and get a little bit better usage out of them 
asa result. 
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Mr. Gary. Do I understand you are not asking for any additional 
personnel for the Office of the Secretary ? 

Mr. Weatuersee. No,sir. We are not. 

Mr. Gary. Mr. Passman ? 


AGE OF EQUIPMENT SCHEDULED FOR REPLACEMENT 


Mr. Passman. Mr. Weatherbee, could you furnish for the record, if 
the chairman is agreeable, a list of the machines that you have there 
and the ages of them ? 

Mr. Weatuersee. I will be very happy to. In 2 summary form? 


Equipment scheduled for replacement in fiscal year 1961 





Number Age! Net replace- 
ment cost 





Business machines: 
Adding machines -- $1, 750 
Automatic calculators i 
Electric typewriters 3, 150 
Standard typewriters 1,710 








Total business equipment 12,010 





Printing equipment: 
Vacuum frame, M1403 20 300 
Halftone screen, 11 by 14 inches-_- 
Offset copy camera, 14 by 17 inche 
Contact printer, Eastman, M2 





Total printing equipment 





Shop equipment: 
Scrubbing machine 


Spinale sander 

Air hammer, 90-pound 
Power hacksaw, 4-inch stroke 
Electric brush shaker. 


Hand vacuum cleaners. 
Venetian blind washing machine._._ 
Phillips electric hammer 





Total shop equipment 
Grand total 














1 In replacement year. 
2 Over. 


Mr. Passman. Yes. 

Mr. WEATHERBEE. Yes. 

Mr. Passman. I want to say that I wish I could measure up to the 
occasion here as a Member of Congress, but I am afraid that I cannot 
do so. You can go to the General Services Administration this 
morning and buy typewriters, 1954 models, for example, that give 
practically the same type of service as new machines. They are so 
good, in fact, that as a Member of Congress, I buy them for my own 
office down in the District, and they do quality work. 

Likewise, you can buy adding machines that were purchased by 
the Government in 1952 and 1953. I have two Remingtons of those 
stocks which I purchased recently. 

In tracing the origin of those machines, I find that most of them 
come from the Defense Department, in either the Army, Navy or 
Air Force. 

Congress, no doubt, would issue a special medal for any one man 
or a group of men who could ever, in some small part, bring the 
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military personnel under a reasonable measure of control. With all 
due respect to the colonel over there, and I myself was an officer 
in the Navy during World War II, contend that it is outrageous 
what those people get by with—the bluffing they do so successfully. 

Mr. Weatherbee, you have about the same number and types of 
positions on a continuing basis, do you not? 

Mr. WEATHERBEE. Yes, sir. 

Mr. Passman. In your Department? 

Mr. WEATHERBEE. Yes, sir. 


WITHIN GRADE SALARY ADVANCEMENTS 


Mr. Passman. On page 2 it says: 


The estimate for the Office of the Secretary for the fiscal year 1961 is in the 
amount of $3,388,000, an increase of $88,000 over the appropriation granted 
for the current year. The additional funds are requested for the following 
purposes. 

And you number them 1, 2, and so forth. 

I would like to go over to No. 3. You say there: 

Twenty-nine thousand seven hundred and sixty dollars for mandatory within- 
grade salary advancements required by law. This cost is based on a determina- 
tion of the actual cost of such promotions for the employees on the rolls during 
the current year after consideration is given to the estimated savings resulting 
from normal turnover. 

I am not wishing to be critical, but I am trying to understand be- 
cause we see similar situations in most all of the presentations to the 
Congress. So if you have about the same number of jobs and the same 
work, it seems that the attrition would balance this out because you 
have new employees coming in at the bottom and your top employees 
are retiring. 

So, why would each year there be a request for mandatory within- 
grade salary advancements? Why is it that one would not offset the 
other? 

Mr. WeatuHersee. I believe, Mr. Passman, it is a question of the 

resentation Governmentwide in this form rather than the other form. 

e simply followed the Governmentwide presentation or practice 
of separating the within-grade increases from the basic salaries and 
the other items. Then we apply the turnover savings to the added 
cost, for instance, in this case, we used a turnover rate of some 10 to 
15 percent. We took out the savings from turnover so it is not in the 
net increase requested. 

Mr. Passman. Yes. I am not being critical. I am trying to under- 
stand the matter. 

If you are bringing in new employees at the lower level and you 
have others going out at the top, it looks as if sooner or later this 
would balance itself out, that you would not have an annual request 
for funds to take care of within-grade salary advancements. 

Mr. Weatruersee. We have reflected that in the estimate. 

Mr. Passman. They are required by law. They get these promo- 
tions automatically. 

Mr. Weaturrser. Sometimes when people leave we have to pay 
terminal leave to them and end up with a net deficit. 
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Mr. Passman. The trend is that we are living longer. Anyway, 
that is almost an annual request, is it not ? 

Mr. WeatHerser. Yes, sir; in some cases. 

Mr. Passman. With the same number of employees, it is costing 
more every year to maintain that number. 

Mr. Weartuerser. I understand this is a Governmentwide trend. 

Mr. Passman. Yes, that is true. I am not singling this out to your 
Department. Isthat about the record for the trend ? 

Mr. Weatuerser. The trend is there. I will not argue with that. 
The trend has been up since World War IT. 

Mr. Passman. Yes. But even without additional legislation—— 

Mr. Weatuerser. Without additional legislation. 

Mr. Passman. Just for within-grade promotions each department 
would require more funds each year to meet the personnel costs, 
would it not ? 

Mr. WraTHeRBEE. Yes, sir. 

Mr. Passman. That could sooner or later get very high. 

Mr. Wratierser. It eventually gets to the top of the grade theo- 
retically. Then you replace people when they leave at the bottom of 
the grade. You should pick up money that way. But it has not 
worked out that way yet in our case. 

Mr. Passman. The trend has not been in that direction in recent 


years. 
Mr. Weatuerser. Yes,sir. That is right. 
Mr. Passman. Is this about the average you have had, say, for the 
past 5 years ? 
Mr. Wreatuersee. We did not request any funds for this purpose 


last year, I am informed. 
Mr. Passman. You did not request any funds for this last year ? 
Mr. Weatuerser. No. 


SILVER CERTIFICATES AND FEDERAL RESERVE NOTES 


Mr. Passman. I have in my hands here two $5 bills. One of them 
is a Federal Reserve note. It says the Treasurer will pay to bearer 
on demand $5. On the other one it says “silver certificate.” The 
Treasurer will pay $5 in silver to bearer on demand. In what form 
would the first note mentioned be paid? The second one specifies 
silver. 

Mr. Weatuerber. You are out of my department at this point. I 
have not been in the Treasury long enough to know. Does anybody 
here know ? : ’ 

Mr. Passman. One you pay in silver and the other says you will 
pay. I just wonder what you are going to use to pay the Treasury 
certificate. Could you get that information for the record ? 

T think it would be interesting. 

Mr. WraTuersee. Yes, sir. 

Silver certificates, in denominations of $1, $5, and $10 are issued by the Treas- 
urer of the United States against standard silver dollars, silver or silver bullion 
in the Treasury against which silver certificates are not already outstanding. 
When received in the Treasury on any account (except for redemption in stand- 
ard silver dollars), they may be reissued. 

Federal Reserve notes are issued and retired with the varying requirements 
of the country for currency. They are issued in denominations of $5, $10, $20, 
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$50, $100, $500, $1,000, $5,000, and $10,000. Since there is very little demand 
for the large denominations of currency they are printed only when required. 
The $100 note is the highest denomination printed since 1945. Federal Reserve 
notes are obligations of the United States and are secured by the deposit with 
Federal Reserve agents of a like amount of gold certificates or gold certificate 
credits with the Treasurer of the United States, such discounted or purchased 
paper as is eligible under the terms of the Federal Reserve Act, and direct obliga- 
tions of the United States. Federal Reserve banks must maintain a reserve in 
gold certificates or gold certificate credits of at least 25 percent of these notes 
in actual circulation. 

Mr. Passman. Off the record. 

( Discussion off the record.) 


EQUIPMENT REPLACEMENT 


Mr. Passman. Mr. Weatherbee, as we are talking about equipment, 
and you stated that much of your equipment is very old, what is the 
present policy of replacing equipment in the Government? _ Is it fixed 
by law, or is it largely left up to each department to replace equip- 
ment when the Department decides it should be replaced ? 

Mr. Wearuersee. I think each Department has the basic decision 
to make requests on the Congress for the funds, but that they are con- 
trolled not only morally but by some regulations from the General 
Services Administration. They certainly cannot ignore the probable 
life of an item or the cost. You have to stay within reason on your 
request for bids or your open purchases. So that I believe it is probably 
proper to say that there are controls on the agencies through the Gen- 
eral Services Administration primarily, and I would expect through 
the congressional subcommittees and Committees on Appropriations 
in terms of the total funds requested for these items. 

Mr. Passman. Yes. Of course, Mr. Weatherbee, you will find many 
old machines on the Hill. These machines will be maybe 12 or 15 
years old and they are still getting by with them. You will find in 
other agencies machines that are only 2 or 5 years old, that are prac- 
tically like new, and they are declaring them excess or trading them in 
on newer machines. 

Do you feel there should be a fixed policy whereby machines would 
be subject to exchange only after they had reached a certain age or 
condition ? 

Mr. Weatuerser. I think as a general principle it should be quite 
proper. I believe that it is a policy and one of the guidelines used 
now. Namely, that you should not go out and purchase something 
that is already available through surplus because of the closing of an 
office or for other good reasons, and agencies should try to make use 
of the surplus of other agencies. 

I have been particularly interested in this and have asked our staff 
to consider it. A subcommittee of the management committee has 
already met on this subject and we asked each bureau head to recon- 
sider what he is doing in the area of obtaining surplus items. 

Mr. Passman. Yes. 

Mr. Weatuerser. Many of the items, if not most of them, can be 
obtained without cost. We are using surplus property quite heavily 
in the Treasury at the present time—picking up items that other peo- 
ple for one reason or another feel they do not need or cannot use. 

Mr. Passman. That is the point. 
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Mr, Weatuerser. Yes, sir. I think that is true. 

Mr. Passman. Why should Members of Congress, and committees 
of the Congress, and the Treasury Department, for example, be re- 
quired to accept machines that they are going to be forced to use some 
8 or 9 or 10 years, but of which some other agency said, ““‘We do not 
like the color” or “The touch is a little heavy, so we are going to trade 
it in”? 

I think maybe there should be legislation introduced or some policy 
established whereby a machine could not be traded in except under 
certain conditions. 

Mr. WearuersEE. Or certification by somebody that it reached the 
point of no return. 

Mr. Passman. But they turn around and transfer it, maybe out of 
the Defense Department to GSA, and you go down and you get that 
machine and perhaps use it for 10 years. Do you not, in at least some 
instances, go to GSA and pick up machines which have been used by 
other agencies ? 


Mr. WEATHERBEE. Yes, sir. 

Mr. Passman. Does that not within itself indicate there is a lot of 
use left in these machines ? 

Mr. Weatuerser. Yes, although the agency may have declared it 
surplus for good reasons, too. We of course do not question that. 
We have no way of knowing. 

We make the first request on ourselves, within the Department, 
and then on GSA before we go outside for purchases. 

Mr. Passman. The work is quite heavy in your Department or any 
other Department where typing isdone. Should it be any more exact- 
ing in maybe a congressional committee than, for example, it would 
be in the Treasury ? 

Mr. Weatuersee. I do not think there would be any problem on 
the standard typewriters. 

Mr. Passman. I am not trying to put you out on a limb. One de- 
partment will take, say, 1,000 of practically new machines, maybe be- 
cause there is an appropriation which is about to expire, or a good 
salesman representing one of the typewriter companies comes in 
and maybe sells them 1,000 new machines, and they trade out ma- 
chines that are 4 or 5 years old. Other departments, rather than 
getting new machines, must go down to GSA and accept those used 
machines. And that is something which should be checked into, do 
you not think ¢ 

Mr. WeatuerseEr. I agree, sir. I have not gone into it. It does 
not. sound as if everyone is doing everything they can to use surplus 
equipment in Government. I believe this from what I have observed. 

Mr. Passman. It is true that some agencies are declaring these 
machines no longer useful and declaring them excess. Then they go 
over to GSA and they check the machines in. Other agencies are 
getting those machines and using them for years. Is that situation 
not a matter of record ? 

Mr. Wearuerser. Yes, I think you will find the Bureau of the 
_ Budget has a special group right now working on this problem, gov- 
ernmentwide, hoping to encourage the greater utilization of all kinds 
_ of surplus equipment. 


108 


Mr. Passman. I certainly hope they go far enough to encourage 
it by law rather than some directive to which little attention is paid. 

Mr. CanrieLp. Will the gentleman yield ? 

Mr. Passman. Yes, I yield. 

Mr. CanrieLp. This committee has an answer to that problem. 
Some years back this committee held that for a certain fiscal year 
there should be no further purchases of typewriters. The Congress 
carried out the request of this committee and there were wide reper- 
cussions in the industry. But the order proved to be very wholesome 
because new inventories had piled up and new appraisals had to be 
made. 

Mr. Passman. Thank you. 

I am looking at a typewriter here now used in this committee room. 
I think that typewriter is 14 years old, and it is still usable. And I 
am having one delivered to my office this afternoon from GSA that 
is only 5 years old. 

I intend to have more to say about this matter later. 

Mr. Gary. Just after World War II the Defense Department put 
a great deal of surplus furniture on the market here in Washington. 
One of our secondhand dealers in Richmond, came up to Washington 
and bought large quantities of it at a very cheap price, and took it to 
Richmond and sold it to the Veterans’ Administration there, which 
is also a Government agency, at a much larger price. 

There is no reason in the world why the Veterans’ Administration 
could not have taken that furniture in the first place and saved that 
profit to the dealer. 

Mr. Passman. I close, Mr. Chairman, with just one statement. It 
is to the credit of Members of Congress that they can take these old 
machines which have been discarded by, for example, the Defense 
Department, and then use them for years. And it is a discredit to 
the procurement system of the military forces that they will dis- 
card machines that are only 4 or 5 years old. 

Thank you. 

Mr. Steep. Off the record. 

(Discussion off the record.) 


DUTIES OF LAW ENFORCEMENT OFFICER 


Mr. Canrtetp. Mr. Weatherbee, you have a position in the Treasury 
Department designated as Chief Law Enforcement Officer, do you 
not ? 

Mr. WrATHERBEE. We have a Special Assistant. for Coordination 
of Law Enforcement Activities, which had been filled until just this 
month. Mr. Ambrose was the last incumbent and he has gone on to 
New York to accept private employment. The position is not filled 
at the present time except on an acting basis. 

Mr. Canrrecp. What are his duties? 

Mr. WeratnersBeEE. He provides the vehicle for the Secretary that 
coordinates the activities of the enforcement agencies such as the 
Coast, Guard, Customs, Secret Service, Narcotics, and Internal Reve- 
nue. It is the place in the Department where all of these groups are 
brought together on some enforcement problem. One, for instance, is 
our training program for enforcement officers and he provides the focal 





109 


point for the scheduling of courses and instruction of the instructors 
who teach over there. 

He is also chairman of the Treasury Enforcement Board, and this 
Board, in his absence, is chaired by Assistant Secretary Flues. In 
fact, Mr. Flues is having a meeting of the Board this week. ; 

Mr. Canrievp. Has that position been a Treasury Department posi- 
tion for some time # 

Mr. Weatuersee. Since the early 1940's. 

Mr. Canrietp. However, this officer has not been in the habit of 
appearing before this subcommittee / 

Mr. Wearuerser. No; he has not. Secretary Flues has actually 
handled it. 

Mr. Canrtetp. Do you know whether he and members of the Special 
Departmental Committee on Narcotics still meet, I mean the committee 
which reviews the narcotic situation ? 

Mr. Weatuerser. I believe this is the meeting that is scheduled this 
week, of what we call the Treasury Enforcement Board. I think that 
includes the narcotics enforcement situation. 

Mr. Canrietp. That includes the folks from the Narcotics Bureau 
and the Bureau of Customs and the Coast Guard. 

Mr. Weatuerser. Yes. Everyone involved in the problem will be 
represented. 

Mr. Canrtetp. Does this officer serve under the Office of the General 
Counsel? | 

Mr. WeatueERBEE. No, he serves under Assistant Secretary Flues. 

Mr. Canrretp. Thank you. 

Mr. Gary. Mr. Steed. 


CUSTODIAL SERVICES 


Mr. Streep. Mr. Weatherbee, in your budget here you have an item 
for custodial forces. Does that mean that in the Treasury Depart- 
ment you do not get any service from the GSA in this field ? 

Mr. Weatuersee. No, sir. We just have contracts with GSA on 
major items. One, for instance, was a couple of years ago, when they 
did the sandblasting job on the outside of the building to clean it up. 
We do not have the capabilities or facilities for that sort of thing. 

Another is the ae RE of elevators with automatic elevators. 
Our people cannot do that. It is for that kind of thing that we have 
to go through a process, through GSA, of contract arrangements. We 
have to get the contractor’s people cleared, securitywise, and every- 
thing else. That is a special kind of job there. 

Mr. Streep. What is the particular reason why your buildings are 
under your own custodial control ? 

Mr. WeaTHERBEE. Primarily because of the financial and security 
problems. The Bureau of Engraving and Printing and our main 
building and annex are the only ones. It is because of the large 
amount of cash on deposit in our building, and in the case of the Bu- 
reau of Engraving and Printing, the actual production cf the 
currency. 

Mr. Steep. Is this also true in the case of the guards? 


Mr. Wratuersez. The guards are under the Secret Service in the 
main Treasury. 
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Mr. Steep. That is all, Mr. Chairman. 
Mr. Gary. Mr. Conte. 


EXCISE TAX STAMPS 


Mr. Conte. Mr. Weatherbee, I want to take this opportunity to 
congratulate your Department. It is certainly something that the 
other departments should follow, and it is encouraging to see that you 
have no new positions, and also the small amount that you are asking 
for office equipment is impressive. 

Now, I notice on page 5, where you say that the Department has 
eliminated the use of excise tax stamps on liquor and tobacco. Does 
that mean there will be no further stamps on liquor bottles? 

Mr. WeatHerser. I am not sure about the stamp procedure. It 
used to be required, because that is how the revenue was controlled, 
but it is being handled now on a returns basis. I will have to find out 
about it. 

Mr. Conte. That is quite a serious problem. 

Mr. WeaTuERBEE. I am not quite sure about it. There is some kind 
of sealing procedure. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. Alexander. 


INCREASE IN COSTS DESPITE EFFICIENCY 


Mr. ALExAnpeER. Mr. Weatherbee, I certainly feel that the Office of 
the Secretary has done an efficient and very fine job, many times using 
electronic equipment to good advantage and saving money; yet, in 
spite of all of our savings, even in our most efficient department, we 
find that we continue to have a rise in costs in the operations of the 
Department. I am certainly concerned with the overall costs of our 
Government, but I do want to commend you, certainly, for the savings 
you have made, and I want to encourage you also to take every step you 
can in that direction. 

APPROPRIATION BASE 


Now, what is the basis on your standard classification schedules for 
the appropriation base? That is the first time I have seen that in any 
of these appropriation requests. What is that? 

Mr. Weatuerser. This is an attempt to get us at the level that we 
were last year, after making necessary adjustments. 

Mr. Sreep. You have there what you actually spent last year? 

Mr. Weatuerser. The actual rate of canadian last year is in the 
previous column here, yes. 

Mr. Steep. Now, on this estimate, of course, you have an appropria- 
tion estimate for 1960 and you have a base for 1961 which differs in 
many items. 

Mr. WeaTHERBEE. The question of the difference between the two 
columns is that to develop the base, you eliminate the cost of the addi- 
tional day in 1960 and add the wage board rate increases. You have 
the same jobs with the same people but because of this wage increase 
you have a higher rate. 
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Mr. Sreep. I was hoping that by the base you were trying to stabi- 
lize the costs so we would know normally where we are going, but 
apparently that is not the situation. 

Mr. WeatuerseE. I think that certainly in most of the Treasury— 
and probably in most of the departments, you find that the thing you 
try to stabilize is the number of employees rather than the total cost, 
because you have a volume of work you are trying to get done, and, 
unfortunately, it has been the employees costs that have been the heavy 
elements of the cost increase in the last decade. 

Now, in the Treasury, for instance, we have gone down on the aver- 
age from a few hundred to one or two thousand positions each year 
in the last 10 years, but our total cost is still going up because the cost 
per employee, in terms of actual salaries and benefits, not the equip- 
ment and other things, just the salaries and benefits, have gone up, 
and this offsets the reduction in number of employees. 

Mr. Streep. I wish that were true throughout the Government. 

Mr. Weartuersee. I do not believe the reductions are true through- 
out the Government. I did not mean to suggest that. 

Mr. Streep. This year they have requested 31,000 new jobs. 

Mr. WEATHERBEE. Well we have contributed somewhat to that, I be- 
lieve, because we have asked for an increase this coming year in In- 
ternal Revenue, Coast Guard, and Customs, primarily. 

Mr. Steep. The thing that worries me is that they make a pretty 
good case for some of those increases, and I just hope we can stabilize 
this thing and get it going the other way. 

That is all, Mr. Chairman. 


Mr. Gary. Thank you, Mr. Weatherbee. 
OFFICE OF THE TREASURER 


WITNESSES 


MRS. IVY BAKER PRIEST, TREASURER 

WILLIAM T. HOWELL, DEPUTY TREASURER 

WILLARD E. SCOTT, ASSISTANT DEPUTY TREASURER 

DARIO A. PAGLIAI, ADMINISTRATIVE OFFICER 

ROY O. CONNER, CHIEF, ELECTRONIC DATA PROCESSING BRANCH 


Mr. Gary. We will next consider the request of the Office of the 
Treasurer. 

The appropriation for 1960 was $17,500,000 and the estimate for 
1961 is $17,300,000, a decrease of $200,000. 


50114—60-——-8 
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JUSTIFICATION 


MATERIAL 






We will place in the record pages 1 through 6 of the justifications. 


( The justifications referred to follow :) 


Program and financing 

















1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
irect costs: 

1, Check payment and reconciliation. ___........__.-- $2, 637, 047 $2, 857, 941 $2, 850, 500 
2. Processing check claims.._...............-...-- 1, 614, 583 1, 703, 200 1, 797, 500 
3. General banking services._._..............____- 365, 328 382, 600 385, 100 
4. Retirement of currency. -........-......-...... 697, 018 697, 800 721, 000 
5. Maintenance of Treasurer’s accounts 350, 240 360, 500 362, 700 
6. Payment and custody of securities. _.........._...- 314, 587 327, 500 329, 700 
7. Procurement and transportation of U.S. currency-. 11, 119, 344 11, 469, 619 11, 780, 408 
1; nn WO SUD nS as cadnencncunaunwa 107, 378 89, 800 90, 

Re EG WBNS Eni toe iderciiascuanbandcusscens 17, 205, 525 17, 888, 960 18, 316, 908 

Reimbursable costs: 

1, Check payment and reconciliation -__........__.._- 95, 744 94, 200 95, 200 
2. Processing check claims... ...-.....-............ 56, 103 54, 700 55, 400 
3. General banking services._.................___- 11, 865 11, 700 11, 800 
4. Retirement of currency. __.......--..-....-.. 465, 596 513, 400 
5. Maintenance of Treasurer’s accounts 108 nai 
6. 





. Payment and custody of securities 


Total reimbursable costs. .........---.---------.. 
Det SRORTOM OIE 5. 8 cosa sk Ses cs-e 
9. Relation of costs to obligations: 
Costs financed from obligations of other years, 
ep EEE ern TSR 
Obligations incurred for costs of other years, 
net 


Total program (obligations) _............----- 
Financing: 
Advances and reimbursements from— 
Le ee ee OES a eee 
ee eee 
1959 appropriation available in 1958 
Unobligated balance no longer available 





New obligational authority. --...........-.....---.-.---- 
New obligational authority: 
ice nn ne nn oe ebakboaddonusasaens 
Transferred from “Salaries and expenses, Division of Dis- 
bursement”’ (Reorganization Plan No. 26 of 1950) 


Appropriation (adjusted) ---. 





218 








629, 634 





17, 835, 159 

















Nf Bl eee ee epee es on See ee 
18, 544, 730 18, 174, 000 17, 982, 600 
—150, 445 —147, 900 —149, 600 
—479, 189 —526, 100 —533, 000 
15. RSE ROP SNe (ecorae eee ae 
i Pe pees 

17, 969, 000 17, 500, 000 17, 300, 000 
17, 950, 000 17, 500, 000 17, 300, 000 
UT, ESSepere Ser (San entree 

17, 969, 000 17, 500, 000 17, 300, 000 














NoTE.—Reimbursements from non-Federal sources above are funds received for services rendered-in con- 


ne¢tion with Federal Reserve currency (31 U.S.C. 157) and sales of personal property (40 U.S.C. 481(c)). 
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Object classification 

















































1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions. ---...--.......--------- 998 995 1, 008 
Full-time equivalent of all other positions._...........-.------|-------------- 4 4 
Average number of all employees_-_-......----.---------.----- 943 971 984 
Number of employees at end of year._....-..----------------- 956 980 990 
AVE DE INES GRIEG | gq i. nna nnccincncndsnudivssanceasda 5.0 $4,835 | 5.0 $4,887 | 5.1 $4, 903 
Personal service obligations: 
PEIRRONG DONO: nino a ednedencdancidedasbasacbaand $4, 579, 563 $4, 721, 700 $4, 788, 100 
Positions other than permanent. al vine teatoeune 13, 000 13, 000 
SPREE CINE SETAE 8 nao cccnnde cece can ednncuntinekenns 89, 441 93, 500 76, 500 
Total personal services obligations. -_.......-..-.-..----- 4, 669, 004 4, 828, 200 4, 877, 600 
‘Direct obligations: 
Oe, SSN «ona cnc ccnnesausucccucusiusacasmaen 4, 168, 389 4, 285, 600 4, 334, 000 
We WO accra gt oat Sa becne a wcsccecnccawmusen an 6, 733 8, 800 8, 
03 Transportation of things.-----.-....------- 440, 575 440, 700 435, 7 
04 Communication services.-........-.----- 52, 938 58, 
05 Rents and utility services___......-.--- 955, 387 1, 123, 200 1, 098, 200 
06 Printing and reproduction. _.........------ 30, 46, 55, 200 
Purchase of U.S. currency. -..--------- stint 11, 447, 999 10, 693, 000 10, 356, 000 
OF Other contractual Sefviees.........- 2... cnn ene ccesn 60, 889 60, 000 110, 400 
Services performed by Federal Reserve banks-.--- 312, 248 347, 000 353, 000 
OB, Gupgies GAG MaAverIGIs. .. ... ccs cencncccev cc secusceneue 105, 199 130, 100 155, 600 
eS ees 77, 305 30, 7! 54, 500 
11 Grants, subsidies, and contributions 264, 588 275, 900 279, 800 
13 Refunds, awards, and indemnities- --- Pisin cecucdnanvalcawuide sane 
15 Taxes and assesments...-....-...---- SER Sere Seen 
1959 program obligated in 1958 --...........-..------------ — |. |, I Se 
Total direct obligations. .......................-.-.-...- 17, 915, 096 17, 500, 000 17, 300, 000 
Reimbursable obligations: 
Of “PRMONN CBTVI0NR a oes so sea sc es ace nen cc weccseewacdis 500, 615 542, 600 543, 600 
a. RR ESO eres ens 104 600 600 
03 Transportation of things---.....---------------------- 4, 375 4, 600 4, 700 
Oe Crt BRT UION oooh. oo nos oc csc cedontawen 5, 298 6, 800 6, 900 
05 Rents and utility services...............-.-.------..-- 35, 002 36, 200 36, 200 
06 Printing and reproduction - < 2, 268 2, 500 2, 500 
07 Other contractual services...................-.----..-- 35, 006 36, 100 43, 200 
G8 Sappilles and materiais........................-.--<..-. 5, 330 7, 900 8, 200 
— BESTE ae Sen eeiene Nene 9, 868 3, 100 3, 100 
11 .Grants, subsidies, and contributions--.-.....-.-.------ 31, 076 33, 300 33, 300 
13 Refunds, awards, and indemnities- --........-.-------- Ge bicaincub activ Bestsicadigecs 
le ye Sa ee ene eee 121 300 300 
Total reimbursable obligations............-.-------- 629, 634 674, 000 682, 600 
TR DG visas cach se aescce casa cnesenccchanas 18, 544, 730 18, 174, 000 17, 982, 600 























114 


Analysis of appropriation base for fiscal year 1961 


Regular appropriation, 1960 act $17, 500, 000 
Supplemental appropriation for. 



































Total appropriation, 1960_______- - 17,500, 000 
Reductions: 
Activity No. 1. Check payment and reconciliation. $106, 000 
Activity No. 2. Processing check claims 6, 100 
Activity No. 3. General banking services________-_ 1, 200 
Activity No. 4. Retirement of currency__---_~--~- 1, 100 
Activity No. 5. Maintenance of Treasurer’s ac- 
ES ES ee ee eee 1. 200 
Activity No. 6. Payment and custody of securities__ 1, 100 
Activity No. 7. Procurement and transportation 
ie aL Gs =, een a aa ee 847, 000 
Activity No. 8. Executive direction_____._________-_ 300 
464, 000 
CES TD SR ee a er ee ee eee ae eee — 464, 000 
Soe: a a nee eee ee eee 17, 036, 000 
Increase over appropriation base for 1961 i 264, 000 
Appropriation estimate for 1961_------_-_--__________-___ 17, 300, 000 
Increase or decrease from total appropriation, 1960________ —200, 000 
Comparison of appropriation base with appropriation estimate for 1961 
Appropriation base Appropriation esti- Increase (—) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
1. Check payment and reconcilia- 
EET Ere 294 | $2, 722, 100 294 | $2, 850, 500 |_....____- $128, 400 
2. pienian check claims.__..._--- 310 | 1,697,100 323 | 1, 797, 500 13 100, 400 
3. General banking services-___...--- 64 381, 400 64 et 3, 700 
4. Retirement of currency - J 57 696, 700 57 | « | eee 24, 300 
5. —— of Treasurer’s ac- 
SR A a 59 359, 300 59 O05, 700 1.......... 3, 400 
6. papenant and custody of securi- 
Ss dc iniitelnn cet dictenaiaaen Bhs seem oa 58 326, 400 58 BE P00 A icwiwnccess 3, 300 
7. Procurement and transportation 
Lk Se Seer 10, 763, 500 |...-...-.- OF POO Bo ncidcnucclocuscunceuns 
8. Executive direction. -.--.......-- 9 89, 500 9 ht ee 500 
NS et nea 851 | 17, 036, 000 864 | 17,300, 000 13 264, 000 
Adjustment in base (net) -..-------.]..-------- EE Aivinkceceunncsiechacslosxcaeuses — 464, 000 
Total, appropriation 1960 and 
appropriation estimate for 
SE ect ccunbniedennacaieens 851 | 17, 500, 000 864 | 17,300,000 13 —200, 000 























GENERAL STATEMENT 


The Office of the Treasurer, as the banking facility for the Government, is 
essentially a service organization with responsibility to facilitate the immense 
volume of financial transactions involved in the day-to-day business life of the 
Nation. The volume of services required of the Treasurer’s Office cannot be 
administratively controlled by the Treasurer; however, the operations must be 
performed if the Government itself is to fulfill the duties and responsibilities 
essential to the smooth operation of the Nation’s economy. 

Approximately 62 percent of the funds requested under this title for fiscal 
year 1961 represent requirements for the purchase and transportation of U.S. 
currency to meet the financial needs of the Nation, 16 percent is to pay and 
reconcile checks drawn on the Treasury of the United States by the numerous 
Government disbursing officers, and 10 percent is to process claims for the 
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proceeds of Government checks. The remaining 12 percent represents require- 
ments to retire U.S. currency, provide general banking services to Government 
entities and the public in Washington, maintain the Treasurer’s accounts and 
to issue and redeem Government securities. 


Check payment and reconciliation operations 

Electronic data processing equipment used since August 1956 in the payment 
and reconciliation of checks drawn on the Treasurer has resulted in substantial 
overall savings to the Government. During fiscal year 1959, the installation 
operated on three shifts 7 days a week and processed 397.5 million checks; in 
fiscal year 1960 the work volume is expected to be 411.2 million and in 1961 a 
further increase to 423.8 million is anticipated. With continuing workload in- 
creases in prospect, the office initiated feasibility studies to determine whether 
to obtain additional equipment or a new modified installation of greater capacity. 
These studies showed that a new modified installation of greater capacity would 
be more economical and arrangements have been made with the manufacturer 
for such installation during the second quarter of fiscal year 1961. 

Checks presented for payment must be functioned within a brief period of 
time fixed by principles of law applicable to the obligations of the drawee and 
failure to perform those duties promptly exposes the Government to serious 
monetary loss. Since the new equipment cannot be installed in the present 
location without a suspension of check-payment operations, space with proper 
facilities for the new equipment is being made available by the General Services 
Administration. In addition, the new location will provide more space which 
is needed to efficiently process and store on a temporary basis the increasing 
volume of checks. 


Processing check claims 


The concentration in Washington of the entire check payment operation re- 
sulted in the receipt of a large number of claims and related papers that had 
been formerly received by the Federal Reserve banks and disposed of through 
removals of stop payments. Also the integration of the reconciliation function 
with the check-payment operations resulted in our receiving the claims and 
related papers which were formerly received and disposed of by the General 
Accounting Office in the initial steps of perfecting claims before forwarding 
them to us for final action. At the close of 1958 the Office was faced with a 
backlog and with current receipts of work in such volume that processing would 
have been impossible without revision of work methods and procedures. Dur- 
ing the 1959 fiscal year 262,000 claims were processed as compared with an esti- 
mate of 234,000 contemplated for that year when our budgetary requirements 
were presented for 1960. 

Over the years there had developed a set of rigid requirements to protect the 
Treasury from fraudulent claims or to prevent the double payment of obligations. 
These requirements involve the filing of affidavits by claimants, extensive inves- 
tigations by the Treasury, and the filing of bonds of indemnity, all in precise 
form as required by regulations. Little distinction was made between the for- 
malities for handling claims involving $10 and for those involving $10,000. 

We undertook the elimination of cumbersome requirements wherever we could 
safely to so in connection with small claims up to $500. Under these stream- 
lined procedures small claims are processed with a minimum amount of paper- 
work. This involves taking a calculated risk because double payments are pos- 
sible and recovery may not always be made of the small amounts involved. 
However, these risks are rather remote and the savings that can be realized are 
far greater than any losses that may be sustained. In addition, claims are 
approved much more quickly and service to the public correspondingly improved. 
As illustrations, we now make payment in certain types of forgery claims with- 
out awaiting full field investigations by Secret Service and have eliminated mul- 
tiple reviews of actions taken; in some cases involving claims for lost checks we 
— upon original letters from claimants instead of requiring the execution of 
orms. 

In 1960 and 1961 the number of claims cases are expected to increase to 269,- 
000 and 279,000 respectively. We are confident that adequate service can be 
rendered to the public on these claims with the modest increase in personnel and 
related costs requested in the estimates. 


Procurement of U.S. paper currency 
Issue requirement for U.S. paper currency are expected to be 1,260 million 
notes in 1960 and 1961; purchase requirements have been held to 1,148 million 
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notes in 1961 which will reduce reserve stocks by 112 million notes. This re- 
duced operating reserve of approximately 420 million notes at the end of the 
fiscal year will represent approximately a 4-month supply. 


Other operations 


Requirements for the remaining operations of the Treasurer's Office will be 
practically the same as those for 1960. 


EXPLANATION OF LANGUAGE CHANGES 
No change in language under this title is proposed at this time. 


Analysis of appropriation base 





Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+) or 
decrease (—) 
Activity 





Average Reduc- | Additions | Average | Amount 
positions tions positions 





. Check payment and reconcilia- 
tion 


$2, 828, 100 | $106, 000 
1, 703, 200 
382, 600 

. Retirement of currency - -.-.----- 697, 800 
3 —— of Treasurer’s ac- 


360, 500 

" Pe wn and custody of securi- 
ties 327, 500 
. Proeurement and transportation 
of U.S ) 11, 110, 500 
. Executive direction 89, 800 





17, 500, 000 
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Net change in base 
Reductions . 
1. Check payment and reconciliation: 
Reduced requirements for rental of electronic equipment__ $100, 000 

Due to more effective programing of electronic 
equipment and unusually good machine production, this 
activity processed all tax refund checks during fiscal 
year 1959 without renting electronic machines in other 
installations. Since further improvements have been 
made in the programing and good machine produc- 
tion is anticipated, the estimates are being reduced by 
the above amount which was included in the 1960 
budget to provide for the use of electronic equipment 
in other installations during the income-tax refund 
period. 

Reduction due to one less working day in 1961 

The fiscal year 1960 has 262 working days for which 
salary payments have been allocated. Since fiscal year 
1961 will have 261 working days, the estimates are re- 
duced by the equivalent cost of one working day. 


Total reductions, activity No. 1 


Activities Nos. 2, 3, 4, 5, 6, and 8: 
Reduction due to 1 less working day in 1961 
Reductions for these activities are listed in the fore- 
going table and described under activity No. 1. 
Total reductions, activities Nos. 2, 3, 4, 5, 6, and 8_- 





7. Procurement and transportation of U.S. currency : 
Reduced requirements for U.S. paper currency 
Requirements for currency have been reduced from 
1,184 million notes in 1960 to 1,148 million notes in 1961. 
Although issues of currency are expected to be 1,260,000,- 
000 in fiscal years 1960 and 1961, less currency will be 
purchased by decreasing the reserve on hand from 608,000,- 
000 on June 30, 1959, to 532,000,000 on June 30, 1960, 
and 420,000,000 on June 30, 1961. 
Reduction in cost of transporting U.S. currency 
Negotiations by this office with the Post Office Depart- 
ment relative to the amount that office should be reim- 
bursed for the shipment of U.S. currency resulted in their 
making a further study of the actual cost to them for per- 
forming this service. Since this reappraisal resulted in a 
savings of $10,000 in their charges to us, the estimate is 
being reduced by this amount. 





Total reductions, activity No. 7 347, 000 


Total, net change in base____-....._-_...._--..-_---.- — 464, 000 


Mr. Gary. The committee will hear at this time from Mrs. Priest, 
the very attractive Treasurer of the United States, who has appeared 
before us a number of times. 

We are always glad to welcome you and we are particularly glad 
to see this year, Mrs. Priest, that you are setting an example in com- 
ing before our committee with a request for a decrease in funds. This 
is somewhat unusual, but very acceptable to the committee. We shall 
be very glad to hear from you at this time. 

Mr. Canrtevp. If I may, Mr. Chairman, I would like to make one 
little statement. here ? 

Mr.’ Gary. Yes, sir. 
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Mr. Canrtetp. Mr. Chairman, I know of no girl whose name is 
carried by more persons, both home and abroad, than Ivy Baker 
Priest. I do not think I have to dwell on the meaning of that state- 
ment. I think the dollar is still highly respected all over the world. 

I desire again to salute Mrs. Priest on her story of this last year, 
as she presents it today, and I am sure that all of the members of 
this committee will say “a job well done.” 

Mrs. Priest. Thank you, sir. 


GENERAL STATEMENT 


Now, Mr. Chairman, with your indulgence, I would like to read my 
statement. 

Mr. Chairman, and members of the committee, I appreciate the 
opportunity to appear before you to discuss the budgetary require- 
ments of my office for fiscal year 1961, and it a great pleasure to an- 
nounce at the outset that we are asking for $200,000 less than was 
appropriated for 1960. We need, however, $17,300,000 which in- 
cludes more than $50,000 to cover the cost of employee health benefits 
authorized by the recently enacted Federal Employees Health Benefits 
Act. 

I will now turn to the functions which we perform and for which 
we need these funds. 


PROCUREMENT AND TRANSPORTATION OF U.S. CURRENCY 


Of the $17.3 million requested, $10.8 million, or 62 percent, repre- 


sents requirements to reimburse the Bureau of Engraving and Print- 
ing for the production of U.S. paper currency and to reimburse the 
Post Office Department for the transportation of such currency. 

The funds requested are for the purchase of 1,148 million notes. 
We anticipate issuing 1,260 million pieces. This would leave us 
with a reserve of 420 million notes at the close of fiscal year 1961, 
which we do not consider to be excessive. 


CURRENCY UNFIT FOR CIRCULATION 


In some parts of the country, especially in rural areas, currency 
circulates longer than we prefer, and actually reaches a condition 
which would cause us to characterize it as unfit, but until that cur- 
rency reaches a Federal Reserve bank or my office we have no control 
over it and cannot take it out of circulation. 

The standards we have prescribed for determining the fitness of 
currency have remained uniform for many years, but their applica- 
tion can be controlled only when the currency reaches a Federal 
Reserve bank or our office. On the whole, we feel that comparatively 
little currency of poor quality is being circulated and that the cur- 
rency returned to circulation by the Federal Reserve banks and my 
office can be uniformly considered as fit for further use. 

Since July 1953, the Federal Reserve banks as fiscal agents of the 
United States, have been verifying and destroying unfit U.S. paper 
currency. My representatives visit these banks to review the proce- 
dures followed in performing this function and the manner in which 
the established standards of fitness are being applied. 
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Bank officers and auditors also check on the application of these 
standards from time to time. 

These continuing reviews have contributed materially to a very 
realistic sorting of the currency and a consequent reduction in re- 
quirements for replacement currency, because more fit currency is 
being returned to circulation. 


CURRENCY OUTSTANDING, REDEEMED AND ISSUED 


We have prepared a chart showing the number of U.S. notes and 
silver certificates outstanding, redeemed, and issued since 1950. 

This chart graphically shows reduced issues of U.S. currency, be- 
ginning in fiscal year 1954, in relation to the constant increase in the 
number of pieces of currency outstanding. 

Mr. Chairman, with your permission, I would like to insert this 
chart, exhibit No. 1, in the record. 

Mr. Gary. Without objection, it isso ordered. 
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{The chart referred to follows :) 


EXHIBIT 1 
UN{TED STATES NOTES AND SILVER CERTIFICATES. 


QUTSTANDTIS aecommme = ISSUES aageasemam: REDEMPTIONS Wenonnenaneseneen 
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PAYMENT AND RECONCILIATION OF CHECKS 


Mrs. Priest. The next subject is the payment and reconciliation of 
checks drawn on the Treasurer of the United States. 

For this activity we are requesting $2.9 million, or about 16 percent 
of the total estimate. 

We started using electronic equipment in the payment and recon- 
ciliation of checks drawn on the Treasurer early in fiscal year 1957. 
The conversion to the use of electronic equipment was made gradually 
and was not completed until the third quarter of fiscal year 1958. 
During that year, especially during the income tax refund program, 
it was necessary for us to use similar electronic equipment in other 
Government installations, at a cost to us of over $130,000. Almost 
40 million income tax refund checks are issued annually, but the bulk 
of this program is compressed into a 3-month period which creates 
a terrific peak load of checks received by us for payment. At this time 
last year we still expected that it would be necessary in both fiscal 
years 1959 and 1960 to contract for the use of outside equipment during 
the peak load period of the income tax refund program. However, 
as a result of experience gained during the previous 2 years, all 14 
programs of the electronic system were reprogramed and related pro- 
cedures were improved during 1959. These improvements, and un- 
usually good machine production enabled us to process the entire check 
volume during fiscal year 1959 without the use of outside equipment. 
The funds thus saved in 1959, along with other savings, enabled us 
to absorb the increased pay costs resulting from the Federal Employees 
Salary Increase Act of 1958 and it was not necessary for us to request 


supplemental funds. 
Since further — have been made in the programing and 


good machine production is anticipated, we hope we will not have 
to use outside equipment during fiscal year 1960, and our submission 
shows that the amount of $100,000 which was included in our 1960 
budget for this purpose is not expected to be spent. 

A joint committee, representing the Bureau of the Budget, Gen- 
eral Accounting Office, and Treasury, made a comprehensive com- 
parison of the costs under the present electronic system, with what 
they would have been under the previous system, which involved the 
payment of checks at the 12 parent Federal Reserve banks, and at 
our office here in Washington, and a separate reconciliation operation 
by the General Accounting Office. 

As the Secretary has already told you, the report of that committee 
discloses governmentwide annual savings of nearly $3 million, exceed- 
ing by $750,000 our original expectations, 

Most of you gentlemen know that reduction-in-force proceedings 
were entirely avoided in my office by promptly informing affected 
employees of the plans, offering them opportunities for training for 
the more technical positions under the new system, and assisting in 
placing them in vacant positions throughout the Government. 

Because of the increasing volume of checks, we have made studies 
to determine whether to obtain additional equipment or a new modi- 
fied installation of greater capacity. These studies showed that a new 
modified installation of greater capacity would be more economical 
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and a letter of intent has been given to the manufacturer for the in- 
stallation of two more modern machines during the second quarter 
of fiscal year 1961. 

The new equipment, which utilizes transistors instead of tubes, in- 
corporates all of the capabilities of the present equipment needed for 
our operation, as well as several new features which will increase 
efficiency. New tape units will read or write at a much faster speed 
than the present units and provide increased tape reliability; that is, 
as records are written on tape, errors in writing are detected immedi- 
ately by the ability of the machine to read the tape. Thus as fast as 
the tape is written, it is proved valid. This new equipment will en- 
able us to process the anticipated check volume for the foreseeable 
future and will also result in processing claims on Government checks 
more promptly since stop-payment inquiries can be serviced in less 
than half the time presently required. 

Checks presented for payment must be functioned promptly and 
since the new equipment cannot be installed in the present location 
without a suspension of check-payment operation, space with proper 
facilities is being made available by the General Services Administra- 
tion. 

After the new equipment has been mechanically tested by the man- 
ufacturer, the computer programs now being developed will be tested, 
corrected, and refined, and all of the present master tape files will be 
made compatible with the new equipment and the new programs. 

We are asking that $75,000 of the anticipated rental savings to be 
made in 1960, as previously mentioned, be applied as a nonrecurring 
item, to cover the rental costs of the new equipment during this con- 


version period in 1961 while the present equipment is still being used 
on production. 

The additional $53,400 being requested for this activity covers the 
costs of employee health benefits previously mentioned and increases 
in operating costs due to an expected increase of 13 million checks and 
the conversion to the new equipment. 


INCREASE IN CHECK WORKLOAD 


As you may have noticed, we will attempt to handle this workload 
without an increase in personnel. 

We have prepared a chart which illustrates graphically the constant 
increase in check volume and the very favorable results achieved in 
reducing the number of employees engaged in this operation. 

Mr. Chairman, with your permission, I would like to insert exhibit 
No. 2 in the record. 

Mr. Gary. Without objection, it is so ordered. 
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(The chart referred to follows:) 


EXHIBIT 2 
CHECK PAYMENT OPERATIONS 
AVERAGE NUMBER OF EMPLOYEES que §«= CHECKS PAID speenecanenocccoae 
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Est, Est. 


Mrs. Priest. We are keeping currently informed of advances in this 
field of electronics and will take advantage of any improvements 
which will effect additional economies and perform our functions with 
equal effectiveness. 
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PROCESSING CHECK CLAIMS 


We are requesting $1.8 million for this activity. The centralization 
in my office here in Washington of the check payment operation and 
its integration with the reconciliation function have resulted in our 
performing all of the initial steps in the settlement of check claims 
which were formerly performed by the 12 parent Federal Reserve 
banks and the General Accounting Office. 

In handling claims over the years there had developed rigid re- 
quirements to protect the Treasury from fraudulent claims and to 
prevent double payments of obligations. These requirements involved 
the filing of affidavits by claimants, extensive investigations by the 
Treasury, and the filing of bonds of indemnity, all in precise form as 
required by regulations. Little distinction was made between the 
the formalities for handling claims involving $10 and for those in- 
volving $10,000. 

The program we mentioned last year relative to streamlining pro- 
cedures has been extended and enlarged in connection with small 
claims up to $500. Under these streamlined procedures small claims 
are processed with a minimum of paperwork. As illustrations, we 
now make payment in certain types of forgery claims without awaiting 
full field investigations by Secret Service, and have eliminated some 
reviews of actions taken; in some cases involving claims for lost checks 
we act upon the original letters from claimants instead of requiring 
the execution of forms. 

This involves taking a calculated risk because double payments are 
possible and recovery may not always be made of the small amounts 
involved. 

However, these risks are rather remote and the savings that can 
be realized are far greater than any losses that may be sustained. 

We have been operating for about a year under these streamlined 
procedures without. sustaining a single loss and we have significantly 
improved our service to claimants by more prompt settlements of their 
claims. Also, at this time last year we had a heavy backlog of pend- 
ing claims whereas we are now current, even though the incoming 
volume of claims has increased. 


INCREASE IN PERSONNEL REQUESTED 


The funds requested for this activity include $69,700 for 13 more 
employees in 1961 than in 1960. The examination and settlement of 
claims must necessarily be done by manpower rather than machines, 
and we can reasonbly expect an increase of several thousand claims 
arising from the additional 13 million checks to be paid. 

In addition, we are faced with the loss of many experienced claims 
exemin*rs bv retirement within the next few years; therefore, to pre- 
vent a deterioration in our service to the public we must prepare now 
for replacements by recruiting employees with legal training or expe- 
rience to supplement our internal training. 
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TRAINING 


Recognizing that proper training in claims work takes considerable 
time, we have particularly emphasized the training of capable em- 
ployees in this activity so as to develop their highest potential use- 
fulness to the organization. Trainees are being given on-the-job 
assignments and technical training in claims work. 


OTHER INCREASES REQUESTED 


An additional $30,700 is being requested to cover the costs of em- 
ployee health benefits and supporting costs incident to the increased 
workload such as increased requirements for photostat paper and mis- 
cellaneous supplies. 

The three activities discussed represent 89 percent of the funds re- 
quested. Our other activities comprise the Cash Division, which per- 
forms general banking services; the Currency Redemption Division, 
which processes currency received from local sources and burned or 
mutilated currency from all sources; the General Accounts Division, 
which performs accounting and reporting functions; and the Securi- 
ties Division, where various duties relating to public debt operations 
and collateral accounts are performed. 

An increase of $35,200 is being requested for these activities to cover 
the cost of employee health benefits, a slight increase in reimburse- 
ments to the Federal Reserve banks for the verification and destruc- 
tion of unfit U.S. currency, and the purchase of a currency canceling 
machine to replace one which has been in use since 1922. We are not 
asking for additional personnel for these activities despite an increas- 
ing workload. Improvements in methods and procedures have en- 
abled us to meet such increases in recent years without additional em- 
ployees, and we anticipate that our success will continue. 

We are continuing our program of surveying and evaluating the 
operations of all our activities, and our emphasis on the incentive 
awards program. 

TREND OF EMPLOYMENT 


The results of our efforts through the years to improve our proce- 
dures with the resulting decrease in personnel are graphically shown 
on a chart which we have prepared and, with your permission, Mr. 
Chairman, I would like to insert it as exhibit No, 3 in the record. 

Mr. Gary. Without objection, it is so ordered. 
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(The chart referred to follows :) 





ExuHsit 3 
AVERAGE NUMBER OF EMPLOYEES 
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Mrs. Priest. Although the services required of this office by Gov- 
ernment agencies, financial institutions, and the public are not under 
our administrative control, I can assure — that we will continue, as 
in the past, to make every effort to develop more economical and effi- 
cient operations in the performance of these services. 

Gentlemen, I believe that summarizes the situation with respect to 
our appropriation. We will be glad to discuss any points on which 
you might have questions. 


PHYSICAL CONDITION OF CURRENCY 


Mr. Gary. Mrs. Priest, I suppose we might as well start off with the 
usual question, and that is: “How is your currency today ?” 

Mrs. Priest. It is in good condition, Mr. Chairman, in very good 
condition. 








] 
] 
I 


the 
in | 


tod 
jus 
col 
sul 











127 


Mr. Gary. Is it fairly uniform now throughout the United States? 

Mrs. Priest. Yes, sir. 

Mr. Gary. I remember we had some complaints several years ago 
that the currency in certain sections was in much worse condition than 
in other sections. 

Mrs. Priest. That is true, Mr, Chairman, and I think it is far better 
today ; however, there are still some sections in rural areas, where they 
just use the currency longer and do not get it into the banks. Of 
course, we have no control over that, but we do try to urge them to 
subscribe to the standard of fitness, so as to keep it uniform. 


NUMBER OF PIECES OF CURRENCY IN CIRCULATION 


Mr. Gary. Last year, Mrs. Priest, you estimated your reserve stock 
of currency on hand, June 30, at 416,108,000 pieces. It now appears 
that in this year’s revised estimate the actual amount of currency that 
you had on June 30 was 607,784,000. 

By the same token your estimate for June 30, 1960, was 361,108,000 
and now that appears to be 532,128,000. That estimate has been re- 
vised in your new figure. What do these trends mean ¢ 

Mrs. Priest. Mr. Howell can answer that for you. 

Mr. Howett. Mr. Chairman, you will recall that last year the Bu- 
reau of Engraving and Printing adjusted its costs for the purchase of 
currency with the result that we procured more than we planned 
to, and used the difference to absorb part of the increased pay costs 
from the Federal Employees’ Salary Increase Act of 1958. The 
quantity of currency procured was higher because of that. 

Mr. Gary. Because of the reduction in the unit cost you were able 
to purchase greater quantities of currency with the appropriation than 
you had anticipated ¢ 

Mr. Howe. Yes, sir. 

Mr. Gary. And you used that to increase your reserve stock on 
hand ¢ 

Mr. Howett. Yes, sir. 

Mr. Gary. Your estimate for 1961 is 419,696,000. Do you think 
that isnow a fairly accurate estimate ? 

Mr. Howeti. We think so. You will notice that we are expecting 
to issue more than we purchase, but because of the increase in 
procurement last year we reduced purchases for this year. 

Now, of course, these estimates as to issues are based on the last 3 
fiscal years. We average them out. We do not really know what we 
will issue this year, but that is the best estimate we can give. 

Mr. Gary. What is a reasonable safe working reserve stock? 

Mr. Howe... We like to have about 4 months’ supply. We feel 
more comfortable there. We said before that as little as a 3 months’ 
supply is the very minimum. 

Mr. Gary. How much is that ? 

Mr. Hower. 360 million pieces. We would feel a little bit more 
comfortable if we would get more. 

Mr. Gary. Then your 419,696,000 estimate for 1961 is a fairly 
safe reserve ? 

Mr. Howe... Yes, sir. 


50114—-60-——-9 
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EQUIPMENT REPLACEMENT 


Mr. Gary. How many adding machines and typewriters will be 

replaced with requests for this item, in 1961? 

fr. Pacuiat. For our check-payment activity, 17 adding machines 
and . typewriters, some supply cabinets and some trucks for moving 
checks. 

Mr. Gary. What is the age of the adding machines and typewriters 
that you are replacing? 

Mr. Pactrat. The average age of the adding machines and type- 
writers right now in our check payment activity is 7 years. By the 
time we replace any machines, the average age will be more than 7 

ears. 
Mr. Gary. That is the average age of those that you are replacing? 

Mr. Pacoriat. That is right. 

Mr. Gary. Or is it all of your typewriters ? 

Mr. Paetiar. You are right, sir. We have 117 adding machines in 
our check payment activity and 46 of those are over 11 years old right 
now. So those that we replace will be the oldest ones. 

Mr. Gary. That is what I am getting at. How old will those be 
that you are replacing ? 

Mr. Paettiar. Since they are 11 years old now and it will be a year 
before we have them replaced, they will be at least 12 years old. 

Mr. Gary. And your typewriters? 

Mr. Paciriar. Approximately the same age. We do not replace any 
of our typewriters unless they meet the GSA requirement as to age, 
before we replace them. 

Mr. Gary. What is the GSA requirement? 

Mr. Paettar. 12 years on manual typewriters. 

Mr. Gary. Now you also have some canceling machines that you 
are replacing, do you not ? 

Mr. Pacttat. We want to replace one canceling machine that we 
purchased in 1922. The company has gone out of business and when- 
ever we have to get any parts they have to be tailor made for the 
machine. 

Mr. Gary. Mr. Pillion. 


DECREASE IN PERSONNEL DESPITE WORKLOAD INCREASE 


Mr. Piiuton. I would like to say to Mrs. Priest that it is very un- 
usual, and I am most impressed, to have the Bureau come in here 
and ask for a reduction in appropriations from the year before. The 
committee is most pleased to have a situation such as that. 

Mrs. Priest. Thank you. 

Mr. Priut0on. I think your report indicates a very good housekeep- 
ing situation, and I am very much impressed by exhibit No. 2, which 
is your check-handling operations, and which indicates that your em- 
ployment has gone down from approximately 600 employees in the 
early 1950’s to 280 as an average now, and yet the workload has gone 


up. 

Navidently this could not have been done without a modernization 
program. I am now thinking about the postal situation, Mr. Chair- 
man. This situation is so different from that. With normal replace- 
ments we have an increasing efficiency per employee, the employment 





is down and your volume is up a great deal, indicating that there has 
been good use made of the personnel situation, which is indicative of 
the efficiency of your employment. 

Mr. Gary. I think that is true to a greater extent throughout the 
Treasury Department, than anywhere else in the Federal Govern- 
ment, Mr. Pillion, and I think it is due largely to this management 
program that they have. They have this group constantly on the 
alert and they have been replacing machinery with new electronic 
equipment wherever it could be used advantageously, to save time and 
personnel. They have done an excellent job on it. 

Mr. Pixi0on. I think the staff, along with Mrs. Priest, ought to 
have our highest commendations for a very fine job. 

Mrs. Priest. Thank you very much. 


EQUIPMENT REPLACEMENT 


Mr. Passman. Mrs. Priest, I notice that on page 8 of your state- 
ment, the second paragraph, you state: 

An increase of $35,200 is being requested for these activities to cover the cost 
of employee health benefits, a slight increase in reimbursements to the Federal 
Reserve banks for the verification and destruction of unfit U.S. currency, and 
the purchase of a currency canceling machine to replace one which has been in 
use since 1922. 

I think a fine investment could be made if we would install this 
machine at the entrance to the Pentagon and let some of the procure- 
ment people in that branch of our Government have a look at it, 
because in a great many instances they are turning machines in, trad- 
ing them in, when there are still many years of use left in them. 

I mentioned earlier about the replacement of adding machines and 
typewriters. You would not necessarily trade in a typewriter that 
is 12 years of age if it was still working properly, would you? 

Mr. Paeurat. That is correct. 

Mr. Passman. You would just turn those in that have had excessive 
use and where it would be no longer profitable and be a waste of time 
to keep them ? 

Mr. Paeuiar. That is right. 

Mr. PassMan. Have you ever requested the GSA to furnish you 
with rebuilt machines in lieu of new ones for your own establishment? 

Mr. Pacriar. We have. 

Mr. Passman. Did you ever go to the trouble to ascertain from 
where they received those machines and why they were fit for an im- 
porta agency like yourselves, yet not fit for use by the other agency ? 

Would it not be interesting sometime to try to ; Aaa why other 
agencies declared them as excess when their work is no more exacting 
that yours ? 

Mr. Howett. Your point is well taken. 

Mr. PassMAn. Will you try to do that sometime? 

Mr. Howe... Yes, sir. 

Mr. Passman. That is all, Mr. Chairman. 

Mr. Gary. Mr. Conte. 

Mr. Conte. Mr. Chairman, I, too, want to congratulate Mrs. Priest 
for coming before the committee with a reduction in her budget. This 
is the first time I have seen a reduction in any budget since I have been 
elected to Congress. It is encouraging. I do want to say that I am 
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really happy and contented when I am able to carry many of Mrs. 
Priest’s autographs in my pocketbook. 

Mrs. Priest. Thank you, and I am a little contented when I have a 
few of my own 7° gal in my pocket, too. 

Mr. Gary. Mr. Steed 

Mr. Steep. Mrs. Priest, it is always a pleasure and a delight to 
have you with us, and also it is a pleasure to have you show this reduc- 
tion in your budget. 


VALUE OF CURRENCY OUTSTANDING 


Now in the chart on the amount of pieces of currency in circulation, 
you estimate that we are somewhere near the 2 billion mark. Is there 
any way of knowing the total value of that amount of currency ? 

Mr. Howetx. Yes. We havea statement of all currencies. 

Mr. Pactiat. We can tell you exactly. 

Mr. Steep. Well, I asked that because I am not clear about what 
causes more or fewer pieces of currency to be in circulation. 

Mrs. Priest. I could not answer that either, Mr. Congressman. As 
to the whims of money it is pretty hard to say. I do know one thing. 
In the past 15 years, for example, the greatest single gainer in circula- 
tion has been the $90 pill. It accounts now for almost a third of the 
currency in circulation. 

Now, I might be a little high on that. 

Mr. Howe tu. It is just about that. 

Mrs. Priest. It is just about a third of the currency in circulation. 
Why that is and why more people prefer the $20 bill, I do not know. 


Westill print the $2 bill and they seem to be more popular in the New 
England section. The Federal Reserve Bank in the New England sec- 
tion takes half of all the $2 bills printed, and the other half would be 
divided up in the rest of the country. 

Now why one section prefers more $2 bills than all the rest of the 
country, I do not know. It is really hard to say, Mr. Congressman. 


LIFE EXPECTANCY OF PAPER CURRENCY 


Mr. Steep. What is the average life expectancy of a dollar bill ? 

Mrs. Priest. Somewhere between 9 and 10 months. 

Mr. Hower. That is what it used to be. It is now about 15 or 16 
months. We feel that the increase in the life of currency may have 
been influenced by the new process of producing currency with dry 

aper. 
Mr. Steep. I think experience is proving that this new drying 
process does give a better quality piece of paper. 

Mr. Howe t. Yes. 

Mrs. Priest. It used to be somewhere between 9 and 10 months. 

Mr. Paetiat. That is right. 

Mr. Steep. Do you feel that enough of that money has been in cir- 
culation for sufficient time to giv e you a good test? 

Mr. Howe tt. Yes. About 70 percent of the $1 notes have been 
produced by this process for that period. 
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DENOMINATIONS OF PAPER CURRENCY 


Mr. Passman. The denominations which you are printing now are 
the $1, $2, $5, $10, $20, $50, and $100 bills? 

Mrs. Priest. Yes. 

Mr. Passman. You no longer print any denominations above the 
$100 bill? 

Mr. Paattar. That is correct. Of course, the type of currency we 

y for is limited to the $1 silver certificate, $5 silver, $10 silver, $2 
US. note and $5 U.S. note. The other denominations you mentioned 
are the Federal Reserve types of currency. 

Mr. Passman. I know, but it is my understanding you no longer 
print any currency in a larger amount than the $100 bill. 

Mrs. Priest. That is right. 

Mr. Gary. What is the reason for discontinuing the larger denom- 
inations of bills? 

Mr. Howetu. Can I insert that in the record ? 

Mr. Gary. Yes. I would like to know the reason for discontinuing 
the printing of the larger bills and whether or not you are making any 
special effort to recall the outstanding bills, or whether you just cancel 
coe when they come in to you in the usual course. 

Mrs. Priest. I do not think we make any effort to do that, Mr. 
Chairman, we just cancel them as they come along. 

Mr. Passman. Mr. Chairman, will you yield? 

Mr. Gary. Yes. 

Mr. Passman. Will you also indicate for the record the date the 
larger bills were discontinued ¢ 

Mr. Howet. The printing of large denomination bills was dis- 
continued in 1946; the use of the large size paper currency was dis- 
continued in 1929. 

Mr. Passman. It was that long ago? 

Mr. Howe. Yes, sir. 

Mr. Gary. You will furnish the other information that I re- 
quested ? 

Mrs. Prisst. Yes. 

(The information referred to follows :) 


DISCONTINUANCE OF THE PRINTING OF FEDERAL RESERVE NOTES IN THE HIGHER 
DENOMINATIONS 


The printing of Federal Reserve notes in denominations of $500 and above was 
discontinued by action of the Board of Governors of the Federal Reserve System 
on June 26, 1946. This action was taken because notes in denominations of $500 
and above were not needed for hand-to-hand circulation, large denomination 
currency lends itself readily to undesirable uses such as black market transac- 
tions and other illegal purposes including the evasion of income and other taxes, 
and any legitimate need for large denomination currency could be met by other 
means. 


ADDITIONAL PERSONNEL REQUESTED FOR CHECK CLAIMS DIVISION 


Mr. Gary. Mrs. Priest, I note that although — are requesting 
] 


$200,000 less than in your request for 1960 you still are requesting 13 
additional employees. What is the reason for those additional 
employees ? 
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Mrs. Priest. We have to have those additional 13 employees for the 
anticipated workload in check claims, because that is where we require 
manpower. This is something that we cannot operate as efficiently 
with machines. We need manpower for that, and we anticipate 
an increased workload. 

Mr. Howe... The claims volume has risen and we are attempting 
to get well qualified people for that type of work and to train them 
for it. We are faced with the forthcoming retirement of some of 
the ones that we have now, and we do not want to get into the position 
that we were in a year ago when the place had a big backlog that 
the people could not handle. 

Mrs. Primst. We have a very fine training program, too, Mr. Chair- 
man. We have them participating right 1 in the work. 

Mr. Gary. Do you have a table showing that increased workload? 

. Mrs. Priest. Yes. 

Mr. Pacuiat. That is on page 13, sir, of the justifications. Paid 
check cases went from 122,000 in 1958 to 185,000 in 1959. 

Mr. Gary. We will insert the table on page 13 at this point in 
the record. 

(The table referred to follows :) 

Following is a comparative statement showing by type of case the number 


of claims processed during fiscal years 1958 and 1959 and the number anticipated 
for fiscal years 1960 and 1961. 





Revised | Estimate, 
Actual, 1958] Actual, 1959 —” 1961 





Total cases processed: 
Paid check cases , 185, 630 
Outstanding check cases f 71, 039 
Authority cases y 5, 373 

Cases processed on a reimbursable basis: 
Paid check cases y 5, 992 
Outstanding check cases 2, 083 2, 314 
Authority cases 204 175 

Cases processed with appropriated funds: 
Paid check cases i jo 179, 638 
Outstanding check cases 68, 725 
IEEE TE isncccehncuncdccnpacncereeecenaneal Y O46 5, 198 


#88 888 888 

















Mr. Gary. Thank you, Mrs. Priest. We are always glad to have 
you before our committee. 

Mrs. Priest. Thank you, Mr. Chairman. 

Mr. Gary. We will adjourn now until 2 p.m. 
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Tuerspay, JANUARY 26, 1960. 


BUREAU OF NARCOTICS 
WITNESSES 


H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 
HENRY L. GIORDANO, DEPUTY COMMISSIONER OF NARCOTICS 
WAYLAND L. SPEER, ASSISTANT TO THE COMMISSIONER 

EDWARD G. REES, BUDGET AND FISCAL OFFICER 


Program and financing 





1959 actual 


1960 estimate 


1961 Ostimate 





Program by activities: 
1. Administering and enforcing the Federal narcotic and 
marihuana laws. 





2. Executive direction... 





Total program 


$3, 941, 239 
86, 078 








costs 
3. Relation of costs to obligations: Obligations incurred for 
costs of other years, net 





Total program (obligations) 


4, 027, 317 
6, 469 











Financing: Unobligated balance no longer available 
Appropriation (new obligational authority) 


4, 033, 786 
26, 7 








4, 060, 550 





Object classification 





1959 actual 


1960 estimate 


1961 estimate 





Total number of permanent positions 





Average number of all employees. - 





Number of employees at end of year. 





Average GS grade and salary... 


437 
416 
407 


437 
424 
420 


437 
424 
420 








01 Personal services: 
Permanent positions 


8.5 $6,366 


8.5 $6,388 


8.5 $6,414 








Other personal services - 





Total personal services. 


$2, 663, 721 
261, 472 


$2, 678, 621 
273, 176 


$2, 688, 103 
263, 694 








Travel 





Transportation of things. 





Communication services. 





Rents and utility services. 








Printing and reproduction 





Other contractual services - - 
Supplies and materials 








Purchase of evidence 





Grants, subsidies, and contributions 
Refunds, awards, and indemnities_- 





Taxes and t 





Total obligations. 


2, 951, 797 
233, 260 
29, 103 


2, 951, 797 
233, 260 


29, 103 
104, 000 
2,000 
13, 802 
167, 438 
124, 900 
260, 000 
20, 350 
171, 550 
21, 400 
400 

















4, 100, 000 





Mr. Gary. The committee will come to order. 
We will consider this afternoon the requests 


Narcotics. 


of the Bureau of 


The appropriation for 1960 was $4,080,000. The estimate for 1961 is 
$4,100,000, an increase of $20,000 over the 1960 appropriation. 


JUSTIFICATION MATERIAL 


We will place in the record at this point, pages 1 through 4 of the 


justifications. 
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SALARIES AND EXPENSES, BUREAU OF NARCOTICS 
Analysis of appropriation base for fiscal year 1961 


Regular appropriation, 1960 act $4, 080, 000 
Supplemental appropriation for 1960. 











Total appropriation, 1960. 4, 080, 000 


Reductions : 
1, Administering and enforcing the Federal narcotic and mari- 
huana laws: 

01 Personal services: Regular pay above 52-week base: 
Reduction of 1 day above 52-week base in 1961 com- 

pared with 1960 

2. Executive direction: 

01 Personal services: Regular pay above 52-week base: 
Reduction of 1 day above 52-week base in 1961 com- 
pared with 1960. 








Total 





Additions: None. 
Appropriation base for 1961 
Increase over appropriation base for 1960 








Appropriation estimate for 1961 





{Increase or decrease from total appropriation, 1960 





Comparison of appropriation base with appropriation estimate for 1961 





ee base | Appropriation esti- | Increase or decrease 
or 


mate for 1961 
Activity 





Average | Amount | Average} Amount | Average} Amount 
positions positions 





1. Administering and enforcing the 
Federal narcotic and mari- 


huana laws. $3, 982, 567 
2. Executive direction 7 87, 077 











4, 069, 644 
+10, 356 








Total appropriation 1960 and 
sppropriation estimate for 





4, 080, 000 424 























BUREAU OF NARCOTICS 
GENERAL STATEMENT 


Organized under the act of June 14, 1930, the Bureau of Narcotics is responsi- 
ble for the investigation, detection, and prevention of violations of the Federal 
narcotic and marihuana laws. Its functions include the supervision of the 
administration of those sections of the Internal Revenue Code relating to nar- 
eotic drugs and marihuana, the Opium Poppy Control Act of 1942, and related 
statutes, including the administration of permissive features of the Narcotic 
Drugs Import and Export Act. The Bureau of Narcotics and the Bureau of 
Customs cooperate in enforcing the prohibitive features of the latter act. In 
cooperation with the Public Health Service it determines import quotas of 
crude opium and coca leaves. The Bureau of Narcotics also cooperates with 
the Department of State in the discharge of the international obligations of the 
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United States relating to the traffic in narcotic drugs, and with the several 
States in the suppression of the illicit narcotic traffic. 

The illicit traffic today is dominated by syndicates of well-organized criminals 
who take every opportunity to profit from this highly lucrative trade. One of 
the major objectives of the Bureau of Narcotics is the suppression of this traffic 
at its source. To prevent contraband narcotic drugs from reaching the United 
States from abroad a small agent force is stationed in Europe to actively coop- 
erate with the police authorities of the various countries. In cooperation with 
the police our agents participate in raids on clandestine laboratories, in making 
purchases from major international traffickers, and in the seizures of large 
quantities of illicit narcotics. 

Heroin is the drug of preference for some 60,000 addicts in the United States, 
11.8 percent of whom are under the age of 21. The principal sources of supply 
for this heroin are Communist China, Syria, Turkey, and Lebanon. The Near 
Eastern governments are attempting to suppress this illicit traffic. However, 
Communist China, despite claims that it has eliminated the narcotic traffic, 
continues to be a major source of supply for heroin smuggled into the United 
States. 

Excellent cooperation exists between Federal, State, and municipal law en- 
forcement agencies in the exchange of information, including the reporting of 
all known addicts. A total of 46,019 active addicts was recorded in the Bureau’s 
central index as of June 30, 1959. 

The Federal Bureau of Narcotics training school, organized in 1956, con- 
tinues to offer concentrated narcotic enforcement training courses to State and 
local law enforcement officers. One of the important benefits accruing to the 
Bureau of Narcotics from this training has been the increased assistance which 
it is receiving from State and local law enforcement officers who have graduated 
from the school. 

The Narcotic Control Act of 1956, with its increased mandatory penalties, is 
providing a strong deterrent to the trafficking in narcotics. During April 1959, 
Vito Genovese, possibly the top gangster in the United States, received a sent- 
ence of 15 years’ imprisonment and a fine of $20,000 for narcotic law violations. 
Genovese, who attended the now famous Apalachin meeting, was a member of 
a gigantic conspiracy to violate the Federal narcotic laws. Involved in this con- 
spiracy as codefendants were his lieutenants, Salvatore Santore, sentenced to 
20 years, Joseph DiPalermo, sentenced to 15 years and fined $20,000, and Natale 
Evola, sentenced to 10 years and fined $20,000. Evola also was present at the 
Apalachin meeting. Following the trial and conviction of 15 of the defendants 
in this case, sentences totaling 162 years were imposed, representing an average 
sentence of 10.8 years. Sentences of this length imposed on major narcotic 
traffickers will undoubtedly cause their fellow racketeers to consider seriously 
the risks involved in illicit narcotic trafficking. 

As a result of more severe mandatory penalties, in some sections of the coun- 
try illegal dealing in narcotics has almost ceased. This was especially true of 
district No. 7, comprised of the States of Kentucky and Tennessee, with head- 
quarters at Louisville, Ky. On February 3, 1959, this district was abolished. 
Kentucky being annexed by the headquarters office at Detroit, Mich., and Ten- 
nessee by the office at Atlanta, Ga. Only a branch office is now maintained at 
Louisville, Ky. This action allowed the deployment of agents and clerks to 
localities where their services could be better utilized. The funds realized from 
the abolishment of this district were promptly channeled to areas where need 
existed. 

In 1961, the enforcement efforts of the Bureau of Narcotics will continue to be 
concentrated on the illicit narcotic traffic at the interstate and international 
levels, and on wholesale intrastate distribution. 
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EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in the language requirements for 1961. 


Analysis of appropriation base 





Appropriation Net change in-base 
allocation for 1960 | Adjustments in base increase (+-) or 
decrease (—) 
Activity 





Average Reduc- | Additions | Average 
positions tions positions 


Amount 





1, Administering and enforcing the 
Federal narcotic and marihua- 
na laws 417 | $3,992,650 | $10,083 $3, 982, 567 
2. Executive direction 7 87, 350 273 7 87,077 


Total activities 424 | 4,080, 000 10, 356 4, 069, 644 


























Net change in base 
Reductions: 
1. Administering and enforcing the Federal narcotic and marihuana 
laws 
01 Personal services: Regular pay above 52-week base: 
Reduction of 1 day above 52-week base in 1961 compared 
with 1960. $10, 083 
2. Executive direction: 
01 Personal services. Regular pay above 52-week base: Re- 
duction of 1 day above 52-week base in 1961 compared 
with 1960. 273 
Additions: None. 


Mr. Gary. We are always delighted to have Dr. Anslinger appear 
before our committee. I am sure the members of this committee re- 
gard him as one of the ablest administrators that we have in Govern- 
ment. We are very glad to hear from Dr. Anslinger at this time. 








GENERAL STATEMENT 


Dr. Anstincer. Thank you. Mr. Chairman and distinguished 
members of the committee, I appreciate the opportunity of coming 
here today to present a budgetary request for the Bureau of Narcotics 
for the fiscal year 1961. 

The bureau is responsible for the detection, investigation, and pre- 
vention of violations of the Federal narcotic and marihuana laws. 
It also regulates the import, export, manufacture, and distribution of 
narcotic drugs for medical and scientific purposes, and controls this 
trade to prevent diversions to illicit channels. 


INCREASE REQUESTED 


To perform these functions during the fiscal year 1961, it is esti- 
mated that the budget requirements will be in the amount of 
$4,100,000, an increase of $20,000 over the $4,080,000 appropriated for 
1960, made necessary by the provisions of the Federal Employees 
Health Benefits Act of 1959 (Public Law 86-382, approved Septem- 
ber 28, 1959). 

It is believed that the Bureau can discharge its responsibilitics in 
1961 with the same agent force as approved for 1960. 
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CONCENTRATION ON INTERSTATE AND INTERNATIONAL NARCOTIC TRAFFIC 


As in the past, we intend to concentrate our efforts on the suppres- 
sion of the illicit narcotic traffic at the interstate and international 
level, directing our attention to those criminals who have banded to- 
gether in national and international drug syndicates. To develop 
cases against those groups requires the spending of much time by 
our agents in surveillance, obtaining a information as to 
suspects, interrogation of witnesses, and the like. Typical of such 
conspiracies are those involving Vito Genovese, who was possibly the 
top racketeer in the country, and the hoodlums who attended the 
now famous Apalachin meeting. 

Senator McClellan regarded Genovese as the No. 1 hoodlum in the 
country. He was before that committee and, of course, refused to an- 
swer. 

EFFECT OF PENALTIES IMPOSED 


The increased penalties provided by the Narcotic Control Act of 
1956 have had a most beneficial effect. Important dealers are con- 
stantly confronted with the knowledge that one mistake could result 
in a lengthy prison sentence. As a consequence they have become 
increasingly wary and cunning, and have changed their modes of op- 
eration. Developing cases against them has, naturally, become much 
more difficult. 

I might interject here that one of the subjects on the agenda of the 
Apalachin meeting was to get out of the narcotics traffic because the 
penalties were too great to take a risk and furthermore we were clos- 
ing in on quite a number of them who had been there, and some of them 
were then under indictment. 

As a result of the more severe mandatory penalties, in some sec- 
tions of the country illegal dealing in narcotics has been reduced to 
aminimum. This was especially true of district No. 7, comprised of 
the States of Kentucky and Tennessee, with headquarters at Louis- 
ville, Ky. On February 3, 1959, this district was abolished, Kentucky 
being annexed by the headquarters office at Detroit, Mich., and Ten- 
nessee by the office at Atlanta, Ga. This action allowed the redeploy- 
ment of agents and clerks to localities where their services could be 
better utilized. 


SUPPRESSION OF DRUG TRAFFIC AT ITS SOURCE 


One of the major objectives of the Bureau of Narcotics is the sup- 
pression of the drug traffic at its source. To prevent contraband nar- 
cotics from reaching the United States from abroad a force of seven 
agents is stationed in Europe to work actively with the police au- 
thorities of the various countries. In cooperation with the police our 
agents participate in raids on clandestine laboratories, in making pur- 
chases from major international traffickers, and in the seizures of large 
quantities of illicit narcotics. 
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TRAINING SCHOOL 


The Federal Bureau of Narcotics Training School, organized under 
the provisions of the Narcotic Control Act of 1956, has been in oper- 
ation for 3 years in Washington, D.C. During this time basic and 
advanced training in narcotic law-enforcement methods and tech- 
niques have been made available to State, county, and city police 
officers, and also to foreign enforcement officers. 

Of the 553 officers who have graduated from the school as of 
November 6, 1959, 494 came from the the United States, 13 from 
Puerto Rico, and 46 from foreign countries. One of the important 
benefits accruing to the Bureau of Narcotics from this training has 
been the increased assistance received from State and local law-en- 
forcement officers who have graduated from the school. The com- 
munities which sent these men to the school have also profited greatly. 
On their police forces they now have officers expertly trained to cope 
with any local narcotic problems which might arise. 


NUMBER OF ADDICTS 


Excellent cooperation exists between Federal, State, and municipal 
law-enforcement agencies in the exchange of information, including 
the reporting of all known addicts. A total of 45,957 active addicts 
was recorded in the Bureau’s central index as of September 30, 1959. 

We believe that the Bureau’s accomplishments over the past year in 
both domestic and foreign areas have been satisfactory. We are go- 
ing forward in our war against illicit narcotic trafficking, but we must 
not for a moment relax our vigilance. 

Mr. Gary. Doctor, I believe you have here a number of charts 
showing the active narcotic addictions reported in several selected 
States as of December 29, and other charts and statistics dealing with 
the narcotics situation in the United States. 

I think it would be well if we would insert these at this point in 
the record. 

(The matter referred to follows :) 
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Statistical data of active narcotic addicts in the United States, as of Dec. 31, 
1959, reported to the Federal Bureau of Narcotics 


Total addicts 45, 391 | Race: 


Reporting agencies : 
Federal___ 





1} Maie...... 
5 | Female. 
25 
99 | Heroin 
279 | Morphine 
477 | Opium 
857 | Dilaudid____ 











Total under 21. .......... 1, 743 





Methadon 
All other 


NoTEeE.—5,921 addicts included in this table were originally reported in 1953 and 1954, 
and have remained active in the subsequent 5-year period (1955-59). 





Statistical data on new addicts reported in all States during the calendar years 1955, 
1956, 1957, 1958, 1959 
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addicts reported to the Federal Bureau of Narcotics as of 
Dec. 31, 1959, by State 


[Figures include the District of Columbia] 


112 








3 
136 





Arkansas_-_-_- 


42 





California 





Colorado 


6, 471 
118 





Connecticut 


141 





Delaware____ 


17 





District of Columbia 


Florida 


1, 116 
209 





Georgia 


117 





Hawaii 





Idaho 


47 
3 





Tllinois_ 





Indiana 
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Mississippi 


Nebraska__ 
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New York 
North Carolina 
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Texas__ 
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Grand total 





45, 391 
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New addicts reported to the Federal Bureau of Narcotics during the calendar years 
1955-59, by State 
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Federal narcotic law violations reported during the calendar years 1955-59, by State 
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Federal marihuana law violations pag eed during the calendar years 1955-59, 
by State 
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Dr. Ansiincer. I would appreciate that, Mr. Chairman. 

To point out just a few of the outstanding things here: First, New 
York has a concentration of 20,732 addicts, which is 45.7 percent of 
the total of all addicts in the United States, and that is in New York 
City. California is second with 6,471 addicts, 14.2 percent. Tlinois 
has taken third place with 13.6 percent. 


PENALTIES IMPOSED BY STATES 


Mr. Gary. May I say this, Doctor, in that connection, I believe you 
pointed out last year that the figures showed New York and California 
as the States in which there were the largest number of addicts and 
the largest number of violations. You attributed it to the fact that 
New York and California have not adopted modern and more stringent 
enforcement laws, imposing the heavier penalties that have been 
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adopted by the Federal Government and most of the States. Is that 
correct ¢ 

Dr. Anstincer. That is correct. 

We feel that their penalties should be at least equal to those of 
Federal legislation, and those two States are the only States that have 
this terrific problem. 

Illinois has a law much more severe than the Federal law. It pro- 
vides a 10-year minimum penalty, and there we see Illinois taking 
third place. They were in second place last year. But the State 
has taken hold of it. They have a good legislative committee sitting 
at all times and a good State enforcement agency. 

Mr. Gary. I want to say in that connection that after the hearings 
had been printed last year, I sent a copy with an accompanying letter 
to Governor Rockefeller of New York and also to Governor Brown of 
California, pointing out the testimony to them. 

I received very nice replies from both of them, and they told me 
they were giving the matter attention at the present time, and that 
they hoped that their States would adopt legislation in the near future. 

I think, as a matter of fact, a commission that had been studying 
the problem in New York, had just reported to the Governor and the 
Governor.said he was giving the matter special attention. 

But while I was abroad last fall with the Foreign Aid Subcom- 
mittee, I was very much concerned to read in the paper that the mayor 
of New York had appeared before a Senate committee here in Wash- 
ington and had urged greater enforcement of the narcotics laws by 
the Federal Government as a means of checking juvenile delinquency. 

Knowing the New York situation, I was reminded of the passage 
of Shakespeare where it was said: 

The fault, dear Brutus, is not in the stars, but in ourselves that we are 
underlings. 

And it occurred to me that rather than needing more enforcement 
from the Federal Government what we need is more help from the 
State of New York, both in legislation and enforcement. 

I am very much in hopes that we will not let any movement of that 
kind take us away from what you and I have always agreed is the 
proper function of the Federal Government in this field. It has been 
your policy to center your activities on the control of narcotics into 
this country and across State lines and to give assistance wherever 
possible in local enforcement, but not to attempt to take over the local 
enforcement from the States and localities. 

Mr. Canrietp. Mr, Chairman, may I interject there? 

Mr. Gary. Yes, sir. 

Mr. Canrietp. Just to say “Amen.” 

Dr. Anstrncer. Mr. Chairman, we were before Senator Hennings’ 
Subcommittee on Juvenile Delinquency, and that very point was raised, 
that we did not have enough men or money in California. I said we 
did not need any more men; we did not need any more money. It 
was a question of the 253 narcotics men, of all the 5 agencies, who, 
under this present law, were just going around in a revolving door. 
We were all right in Federal courts. Federal judges were not giving 
the minimum; they were giving the maximum. So it was not a 
question that we needed more money. It was a question that they 
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needed better legislation, and, furthermore, they have not done any- 
ord in relation to making the addict go into a hospital by com- 
sion. 

. There again New York has plans and they have been putting some 
of the plans into operation, setting aside facilities in certain hospi- 
tals too take care of all addicts, not only those under 21. They are 

ing to abolish that hospital on North Brothers Island for ado- 
escents. It was a complete failure because there was no compul- 
sion. More or less the addict could go and come. At least there was 
some place in New York City where an addict under 21 could go. 

Now they realize that because it was a lack of compulsion, because 
the addict was not put in there and forced to stay until he was cured, 
that it was a failure. 

Now they are starting in. They are starting in at different levels 
in different hospitals, and they have a lot of projects going. 

But I think there is agreement now for the first time. We kept 
hammering away at this matter. You have to compel the addict to 
go in there because otherwise he is not going to stay. 

I think the experts of New York have come around to the point— 
they do not like the word compulsion—they say civil commitment or 
involuntary commitment. 

I want to point out to you when Congressman Roosevelt, of Cali- 
fornia, and his committee looked into this problem I said: 

I think I can give you some help from the Public Health Service to have some 
beds set aside at Fort Worth Hospital to take some of these addicts off the 
street and remove those fellows as customers of the trafficker. 

The Public Health Service made available 10 beds every month. So 
by this time there would be 50 beds available. 

We were only able to get three addicts out of Los Angeles to go to 
Fort Worth, and that was by compelling them to go, by taking them 
into court and getting them to plead guilty and trying them for posses- 
sion. The judge suspended sentence provided they went to Fort 
Worth. 

If you do not have compulsion the whole thing is a failure. New 
York has realized that. There are facilities being set up in Detroit as 
soon as they get a little money there and Chicago has already started 
their hospitalization program, 

I am sorry to say that in California we see nothing with this terrific 
problem in Los Angeles and weak legislation. 

Mr. Gary. Had I been in the United States I would have asked the 
te of appearing before that committee myself to voice my views, 

use I am so definitely of that opinion, and I think we have dis- 
cussed it here in our committee, and we have been in absolute accord, I 
think, on the policy of your Bureau. 

Dr. Ansuincer. Mr. Chairman, we have been up before that commit- 
tee twice on some rather controversial things that happened in Cali- 
fornia. We are going to be called again. If I might I will take the 


liberty to call you and tell you when that committee is going to meet. 
They had Senator Kuchel this morning as a guest. He learned some 
Gay he just did not realize were going on. 

_Mr. Gary. I certainly would be very glad to appear and express my 
views. I donot claim to be an expert on the subject, but I do have some 
very definite opinions on it. 
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DISTRIBUTION OF ADDICTS BY COLOR AND AGE 


Dr. Anstincer. In this distribution as to color, the Negro addict 
was 57.6 percent; the white, 25.8 percent; the Puerto Rican, 8.6 per- 
cent; the Mexican, 6.2 percent. 

For the third straight year now the number of Negro addicts has 
declined from 1956, 58 percent to 1959, 49 percent; and I might say 
that is also indicated in the hospital in Lexington. 

Then you get here the age distribution. So you will see that under 
21, 1,743 addicts—that is 3.8 percent of the total. It was, I think, 7 
percent last year. This is a good indication. The reports have come 
to us from all the State and local authorities. 

But of the total here, 1,165 or 67 percent under 21, are located in the 
city of New York. That is awfully good reporting there. I cannot 
say we are too happy about the California reporting. They are 
not just as good as the New York reports. 

Here it is also interesting to note that while the Puerto Ricans com- 
prise 8.6 percent of the total active addicts reported, 18 percent of the 

uerto Ricans were under 21 years of age. That is 18 percent. That 
is quite a problem. 

Again we come to the next chart showing the results of effective 
legislation on drug addiction in Ohio, where you have two strong 
men like Senator Lausche and Governor O’Neill to put this legislation 
through. In the last 2 years we have not had one juvenile reported 
from the State of Ohio because there just is not any peddling there 
and we have reduced our forces way down. 


LENGTH OF SENTENCES 


As you can see, the next chart, the average length of narcotic sen- 
tences, has gone up to 78 months for each case. 

_ Maybe you recall, the judges did not like that mandatory legisla- 
tion, but now many of them give the maximum instead of the mini- 
mum, and that has even happened in Chicago just a short time ago. 

Mr. Gary. I think the most remarkable thing about this legislation 
is this: I was a little afraid that if the sentences were too severe that 
courts and juries would not convict, but apparently this is one area 
in which people are so convinced that we must do something to curb 
this narcotic situation, they are perfectly willing to impose heavy 
sentences. 

Dr. Anstincer. Mr. Chairman, in Chicago just a few weeks ago 
Federal Judge Miner sentenced a big trafficker to 40 years. We had 
been getting the minimum and sometimes we got some grumbles with 
it. But Judge Miner sentenced a big trafficker to 40 years. He said: 

This is an evil, hideous, and diabolic traffic. It is going to stop. When they 
come up to my court they can realize that I am going to give them a heavy 
sentence. 

Mr. Gary. That is wonderful. That is what it takes. 

Dr. Anstincer. That is what it takes. 

I pointed out to you in Hawaii, and in Seattle, it just took a couple 
of Federal judges to say, “We will have none of this traffic around 
here,” and it leaves. 

I am just going to refer to a few of these. 
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That is enough of statistics unless you have any questions. 
You can see on the whole, with the exception of California and 
New York, there is a decline in violations. 


EXAMPLES OF NARCOTICS CASES 


If I might just refer to just a couple of these important narcotic 
cases, I will just take the big ones. 

This was an operation in Italy by our own agent who arrested 
Giuseppe Pici, the first lieutenant of Salvatore Lucianio, and it was 
a ring smuggling directly to the United States, and he was not very 
happy about that. 

One of the outstanding cases involved a lot of heroin coming down 
from Montreal. I mean really large amounts, hundreds of kilos. We 
got into that operation and we worked that with our own undercover 
men for the mounted police. They, of course, helped with the surveil- 
lance, and soon. We did the actual undercover work. 

Guiseppe Cotroni, one of the top hoodlums in Montreal—and there 
are many of them there—was caught. We caught him. He had fur- 
nished probably 300 kilograms of heroin annually to the illicit traffic 
2 the United States and Canada. We were able to get conviction on 

im. 

We have a very closely working arrangement with the Canadians 
because so much of this traffic is coming down from Montreal, in 
transit—originating first in the Near East and then going through 
France and being smuggled into Montreal rather than New York. 
Then, of course, it comes by plane or by car. This came by automobile 
as arule. 

In Chicago, we got a conspiracy case there involving three members 
of the Chicago Police Department, topflight detectives, and a former 
Federal narcotics agent, who was an attorney who was in the same 
mob. He was indicted. This case has not been tried. 

Then in California 

Mr. Gary. Is that the one that they are working on now ? 

Dr. Anstincer. I think this was—this one was started first and the 
State attorney’s office continued on with its investigation and found a 
very unhealthy situation there. 

There were four other members of a narcotics detail of the police 
department involved who I think were restored to duty by the Civil 
Service Commission there, but I suppose the end of that case has not 
been determined. 

In Los Angeles we got Anthony Marcella, who was the biggest traf- 
ficker bringing his stuff in from New York, and Leroy Jefferson. 

In Mexico just last November, based on information we had in Chi- 
cago and New York, two of our agents went down and succeeded with 
the cooperation of the Mexican police in arresting the top hoodlum 
of Mexico. He wascalled Al Capone. In fact, everybody called him 
Al Capone there. 

In another instance in the same month we went down to Piedras 
Negras with the help of the judicial police, and we captured the man 
there, Rosas, who has been supplying about 80 percent of the traffic 
in San Antonio, Tex. 

Again in Chicago in December, Carl Fiorito, one of the top hood- 
lums there, was arrested, and in this connection that also involved 
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a very large, really a stupendous counterfeiting case which we turned 
over to the Secret Service. 

After Fiorito was arrested, we were rather concerned about our 
special employee, and he got a blast with a .38 and was killed by a 
Chicago underworld criminal syndicate. That was just a couple 
weeks ago. 

Mr. Gary. One of your undercover agents? 

Dr. Anstrncer. Yes. He was not one of our agents. We called 
him a special employee, actually an informer. But we warned him 
that he was going to get it. We offered to take him out of there and 
give him some protection, but he said he could handle it himself. 
Of course, this man was a notorious criminal, one of the biggest coun- 
terfeiters Secret Service had to deal with. 

While we are talking about this matter of these hoodlums, I would 
like, if you do not mind, to put these papers in the record. 

Mr. Gary. Yes, sir. 

Dr. Anstincer. Because they are always of interest to the public 
and writers who come in. We get: many reprints and send them out 
in our mail. 

(The material referred to follows :) 

BUREAU OF NARCOTICS, 
TREASURY DEPARTMENT, 
Washington, D.C. 
IMPORTANT NARCOTIC CASES 


January 1, 1959 to October 1, 1959 
(See supplement, page 10, for October-December cases, 1959) 


EUROPE AND THE NEAR. EAST 
Genoa, Italy 

On July 12, 1959, Joseph Giovanotti was arrested as he was about to deliver 
1 kilogram of heroin to undercover Italian police officers. On the same day, . 
a associates Amerigo Pistacchi and Eugenio Pesce were arrested at Turin, 

taly. 

Several months before, Pistacchi had offered heroin for sale to a special 
employee of the Rome office of the U.S. Bureau of Narcotics, and investigation 
had shown that he obtained his supply of heroin from Eugene Pesce. Pesce, 
in turn, obtained his heroin from Giovanotti, a French trafficker from Nice. 

When informed by Pistacchi that Pesce had 3 kilograms of heroin available, 
the special employee, working under the direction of a U.S. narcotic agent, 
introduced an Italian policeman to the traffickers. 


Aksehir, Turkey 

On July 17, 1959, Turk police arrested Hyazi Yucel and seized a complete 
heroin factory, including a kilogram of recently converted heroin. Yucel had 
been under investigation by the authorities since November 1958. Two U.S. 
narcotic agents assisted the Turk police in this investigation. 


Beirut, Lebanon 

Near the end of May 1959 Minas Polypos informed a special employee of the 
Beirut office of the U.S. Bureau of Narcotics that he had come to Beirut to 
purchase up to 40 kilograms of morphine base for a group in Marseilles, France. 

On July 22, 1959, he gave to the special employee for safekeeping 9.2 kilo- 
grams of morphine base, which the special employee turned over at once to 
Lebanese customs. Another 13.6 kilograms of morphine base were found by 
: ee customs road block group when they searched a bus coming from 

yria. 

Polypos was arrested by a Lebanese officer when Polypos came to take pos- 
session of the 9.2 kilograms of morphine base. Two U.S. narcotic agents as- 
sisted in the seizure of the 22.8 kilograms of morphine base in this investigation. 
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Milan, Italy 


On September 28, 1959, Italian authorities arrested Giuseppe Pici, who has 
been operating as the principal aide of Charles Luciano (Salvatore Lucania) in 
the international narcotic traffic since 1951. Both Pici and Lucania had been 
deported from the United States to Italy. Pici was the head of the largest ring 
smuggling aliens and narcotics from Italy to the United States. A U.S. narcotic 
agent had reached Pici undercover, had purchased several samples of narcotics 
and was negotiating the purchase of a large quantity when the arrest was made. 

Gian Franco Favero and Lino Boscolo, seamen, Giuseppe Radin, airline pilot, 
and Giovanni Gioia, chief lieutenant of Pici, were arrested at the same time. 


CANADA-UNITED STATES 


On the night of July 8, 1959, officers of the RCMP (Royal Canadian Mounted 
Police) arrested Giuseppe Cotroni and Rene Robert at a motel in Montreal, 
Canada, when Cotroni demanded payment of $40,000 from an undercover U.S. 
narcotic agent. 

Giuseppe Cotroni, a member of the Mafia, became head of an international nar- 
cotic smuggling organization with headquarters in Montreal immediately after 
he was released from prison in 1953. The organization had direct connections 
with Sicilian and French Corsican sources of supply and since 1953 has furnished 
at least 300 kilograms of heroin annually to the illicit traffic in the United States 
in addition to supplying wholesale dealers in Canadian cities. 

On June 2, 1959, an undercover U.S. narcotic agent using funds furnished by 
the RCMP and the U.S. Bureau of Narcotics, purchased 2 kilograms of heroin 
from Cotroni and Robert in Montreal. On June 18, the agent purchased another 
2 kilograms and received an additional two kilograms from Cotroni on consign- 
ment, with payment set for July 15, 1959, 

Cotroni and Robert arrived in New York City on June 24 for the Patterson- 
Johansson fight, and at this time Cotroni asked for part payment of $1,000, which 
was made by another undercover narcotic agent. While in New York Cotroni said 
he would deliver 6 kilograms of pure heroin to the undercover agent early in 
July in Montreal, and that 4 kilograms of this would be on consignment. He 


said he would also furnish an additional 15 kilograms of pure heroin for the 
agent to deliver to his distributors in New York City. His demand for $40,000 
before any further delivery precipitated his arrest. 


UNITED STATES 
New York City 


During January 1959 undercover narcotic agents made two one-half-kilogram 
purchases of heroin from Sam Monastersky and Richard McGovern, and made 
arrangements for the purchase of 3 kilograms. Surveillance showed that two 
Orlandino brothers were associated with Monastersky and McGovern and sug- 
gested that the cache of narcotics might be at the house of Philip Orlandino. 

Federal narcotic agents and New Cork police arrested Monastersky and Mc- 
Govern on February 14, 1959. Later that same evening officers arrested Philip 
and Marc Antonio Orlandino and seized a total of 11 kilograms of heroin from 
the house of Philip Orlandino and the office of Mare Antonio. 

A search of Mare Antonio Orlandino’s office disclosed a Railway Express 
receipt for a package to E. K. Brown of Chicago. The information was relayed 
‘to the Chicago office of the Bureau of Narcotics, and agents there apprehended 
Eula Brown, who said she .was holding a package for Wilbert Holmes, brother 
of the notorious narcotic violator, Auckland Holmes. 

On February 19, 1959, when he came to call for the package, Wilbert O. Holmes 
was arrested by narcotic agents, who had already seized the 4 pounds of heroin 
which had been in the package. 

On February 26, 1959, agents of the Bureau of arcotics arrested Raphael Pana- 
deiros, a Cuban, Jose Estol Ramirez, Rolando Bardina, Julian Frank Rojas, and 
Roberto Arce Valdes and seized 32 ounces of cocaine. An undercover narcotic 
agent had previously made two purchases of cocaine from Panadeiros. 

On March 9, 1959, Federal narcotic agents arrested Mario DiBella and seized 
528 grams of heroin, 79 grams of cocaine, and $8,000—which DiBella admitted 
had come from the sale of narcotics. 

This case began in July 1958 and included three sales of heroin totaling 
85 grams made by DiBella’s associate Sammy Panzarella to undercover narcotic 
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agents. Panzarella had been recently arrested and sent to jail by local authori- 
ties on a larcency charge. 

DiBella had a direct connection for heroin in Italy through his half brother. 

On March 8, 1959, Frank Russo was arrested by Federal narcotic agents. Russo 
had been a fugitive since February 138, 1959, when two of his customers, Louis 
Landi and Michael Faiola, had been arrested. Officers had seized 153 grams of 
heroin from them. 

A search of Russo’s room revealed a cache of 482 grams of heroin and three 
keys. One of the keys opened a bank safety deposit box which held 674 grams 
of heroin in glassine bags and 162 grams of heroin in a brown paper bag. 

On April 20, 1959, Federal narcotic agents arrested Benjamin Indiviglia, 
Stephen Della Cava, Carmelo Devito, Michael Costigliola, Salvatore Zarba, and 
John Anthony Romagno. The investigation of these traffickers covered a period 
of 5 months and included three sales of heroin totaling 253 grams to undercover 
nareotie agents. 

On April 20, 1959, Federal narcotic agents arrested Arnold Joseph Squittieri 
and seized 534 grams of heroin. Squittieri is an interstate wholesale source of 
supply who is closely associated with members of the old 107th Street organi- 
zation. 

On April 21, 1959, Federal narcotic agents and New York police arrested Fer- 
nando Navarro and Elena Martinez and seized 450 grams of heroin. One of the 
Federal officers was cut when Navarro broke a fifth-floor window and attempted 
to throw himself and the officer to the street below. 

On May 12, 1959, Federal narcotic agents arrested Vincent Charles Papa and 
seized 26 grams, 800 milligrams of heroin. A search of the house he had come 
out of revealed a cache of 5 kilograms, 555 grams of heroin and quantities of 
packaging and adulterating paraphernalia. 

This investigation of Papa began in August 1958 and included several sales 
of high-quality heroin totaling 71 grams to undercover narcotic agents. Careful 
surveillance of Papa had revealed the location of his cache, and agents had 
waited until they believed a new supply of drugs had arrived. Papa admitted 
ownership of all the heroin. 

On May 7, 1959, John Freeman, Jr., and Georgie Fludd were arrested as they 
were about to deliver 3 kilograms, 430 grams of heroin to an undercover Federal 
narcotic agent. Several other violators were arrested from whom a total of 1% 
kilograms of heroin had been seized. 

Freeman, who owned and operated two busy florist shops in New York City, 
supplied heroin to the Harlem section of New York, to the South Side of Chicago, 
and to dealers in Detroit and Los Angeles in kilogram quantities. He was one 
of the largest interstate heroin traffickers in this country. 

On May 26, 1959, Federal narcotic agents arrested Nelson Hermida, Robert 
Frazier, and Ralph Leon and seized 354 grams of heroin which Frazier was 
about to deliver to an undercover narcotic agent. Alexander Feliciano, a runner 
for Hermida, was not apprehended. Frazier had made previous sales of heroin 
to an undercover narcotic agent totaling 131 grams, 600 milligrams. 

In a coast-to-coast operation, Nelson Hermida had supplied hereoin and 
cocaine to wholesale dealers in the principal U.S. cities. 

On May 21, 1959, Federal narcotic agents arrested 23 of the 27 persons named 
in an indictment which charged conspiracy to obstruct justice. The 27 were 
part of a larger group of suspected Mafia members who met in November 1957 
at the home of Joseph Barbara, Sr. at Apalachin, N.Y. The other members of 
the group were included in the indictment as coconspirators. 

Detailed investigations were made by narcotic agents of those persons attend- 
ing the Apalachian meeting whose names did not previously appear in Bureau 
files. Valuable information was recorded and turned over to the Department 
of Justice for the attention of the Attorney General’s special group under the 
direction of Mr. Milton R. Wessel. 

Early in June 1959 information reached the New York office of the Bureau 
of Narcotics that a trafficker was selling hereoin in ounce lots. Careful surveil- 
lance established the location of his cache, a roominghouse. 

On June 19, 1959, while the house was.under observation, the trafficker moved 
out, bag and baggage, and drove away, followed by narcotic agents. A short dis- 
tance away the agents stopped Nazarene Joseph Sacco and seized 689 grams, 
120 milligrams of heroin. 

On June 24, 1959, Federal narcotic agents and New York police arrested Al- 
fred Perillo at his home in the Bronx and seized 2 kilograms, 567 grams of 
heroin. His partner, Anthony Loria was arrested at the same time. 
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The arrests were based on information that came to authorities that one, 
Freddie Clutch was supplying heroin in quarter-kilogram lots to a select group 
of narcotic traffickers. A file check revealed that Clutch was an alias of Perillo, 
and careful surveillance of Perillo disclosed that he was in business again and 
that Loria was his partner. 

Perillo had been arrested by Federal narcotic agents in May 1934 when one 
person had been wounded in a running gun battle. 

On July 1, 1959, Federal narcotic agents and New York police arrested Rocco 
Cento and seized 2.5 kilograms of high quality heroin. The investigation of 
Cento began in May 1959 with the receipt of information about a “Red Knife” 
who was said to be selling quantities of heroin to select customers. 

“Red Knife” was identified as Rocco Cento, and surveillance established the 
location of his cache. Cento was arrested just after he left his cache on July 1. 


Chicago, Ill. 

On September 2, 1959, indictments were returned in Federal court against 21 
defendants for conspiracy to violate the Federal narcotic laws. Among the de- 
fendants were three members of the Chicago Police Department, Sheldon R. 
Teller, Richard E. Austin, and Myles J. Cooperman, and a former Federal nar- 
cotic agent, Edward R. Gayles. 

The conspiracy began in 1950, and in addition to supplying 80 percent of the 
illicit narcotic traffic in Chicago, the conspirators were the principal source of 
supply for heroin reaching the major cities of 10 States. 

Chief among the conspirators were Jeremiah H. Pullings, Nathaniel Spurlark 
and Armando Piemonte, 


California 

On January 16, 1959, a Federal grand jury at San Francisco returned indict- 
ments against a group of Chinese who smuggled 270 pounds of heroin into the 
United States from Communist China between 1951 and 1958. 

Chief among the conspirators in the United States were Fred Moe, of Port- 
land, Oreg., George W. Yee, president of the Hip Sing Tong in San Francisco, 
and Lee Dean. 

On January 22, 1959, Fred Moe smashed his automobile into a freeway pillar 
near Portland, Oreg., and killed himself. 

On March 19, 1959, at Los Angeles, Federal narcotic agents arrested Anthony 
Marcella, important west coast trafficker and successor to the notorious Louis 
Fiano (now serving a 20-year sentence for narcotic violations). 

Marcella, a well-known heroin trafficker in the Middle West who operated from 
Kansas City, had recently moved to Los Angeles where he was living in a 
palatial residence. He was responsible for selling large quantities of heroin and 
cocaine in Los Angeles and San Francisco. 

On August 14, 1959, Marcella was sentenced in Federal court at Los Angeles 
to 40 years in prison. 

On May 25, 1959, Leroy Jefferson, notorious west coast narcotic trafficker, was 
sentenced to 20 years in prison following conviction for violation of the Federal 
narcotic laws. He was subsequently indicted in a coast-to-coast narcotic con- 
spiracy and on June 12, 1959, received a concurrent sentence of 20 years in a 
case which involved 17 defendants. 

Jefferson was one of the largest suppliers of cocaine and heroin on the Pacific 
coast and maintained bases of operation in Portland, Oreg., Los Angeles, and 
San Francisco. He supplied cocaine in kilogram quantities to the underworld 
in Chicago and New York City as well as to cities on the west coast. One of 
his principal suppliers of cocaine was Rodolfo Arreola in Villa Acuna, Mexico. 
Nelson Hermida, of New York City, was also an important member of his 
narcotic trafficking organization. 

On July 6, 1959, Federal narcotic agents at Los Angeles, Calif., arrested 
Thomas B. Olivarri and Jose Angel Montano and seized 694 grams 900 milligrams 
of heroin which they were about to deliver to an undercover narcotic agent, 
Later search of Montano’s apartment netted 202 grams 600 milligrams of heroin, 
and officers arrested Alexander Garcia, an addict, whom they found in Montano’s 
apartment, surrounded by packaging and adulterating equipment. 

Olivarri and Montano had made four previous sales totaling 171 grams 480 
milligrams of heroin to undercover narcotic agents. 
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SUPPLEMENT—IMPORTANT NARCOTICS CASES 
October 1 to December 31, 1959 
MEXICO 


On November 24, 1959, Mexican authorities arrested Jorge Asaf Bala and 
Salvador Escabi and charged them with violation of the Mexican narcotic laws. 

Two U.S. narcotic agents had negotiated with the two traffickers for the pur- 
chase of 3 kilograms of heroin. When the traffickers were about to deliver the 
narcotics, authorities arrested them and seized 'the heroin. 

Asaf, according to Mexican police officials, was known as the Al Capone of 
Mexico. 

In another instance of cooperation with Mexican authorities, two U.S. narcotic 
agents negotiated with the notorious narcotic trafficker, Emilio Rosas, of Piedras 
Negras, Coahuila. When Rosas and his associate, Adolfo Jiminez, were about to 
deliver 50 grams of heroin to the undercover agents, Mexican police, under the 
direction of Jose Antonio Farias, chief of Coahuila Judicial Police, arrested the 
traffickers on December 1, 1959, and seized the heroin. 

Rosas had supplied large quantities of heroin from Mexico to the narcotic 
traffic in the United States over a period of years, and was considered the chief 
source of supply for heroin in San Antonio, Tex. 

Rosas made an attempt to bribe Chief Farias, whereupon the chief removed the 
two traffickers to the capital at Saltillo to be held for Mexican Federal authorities. 


TURKEY 


On Decmber 26, 1959, Turk police arrested Mehmet Akarca and seized 10 kilo- 
grams of opium which they found in Akarca’s complete clandestine laboratory. 
The thorough investigation that followed showed that Abdul Aziz Sevine was an 
associate of Akarca in his illicit trade, and Sevine was also arrested. 

A U.S. narcotie agent assisted the Turk authorities in the investigation of the 
two traffickers, who had conspired to make heroin for transport to New York City. 


UNITED STATES 
New York City 

On December 11, 1959, Federal narcotic agents arrested Anthony Pisciotta and 
Joseph Buonanno, the two principal defendants in an investigation begun in 
March 1959. Pisciotta, Buonanno, Roger Kenny, and Thomas Garibaldi had made 
two sales of heroin to undercover narcotic agents. The first sale, 485 grams of 
very good quality heroin, was made July 21, 1959; the second sale, 500 grams 
of almost pure heroin, was made on September 12, 1959. 

On December 16, 1959, Roger Kenny was located by Federal narcotic agents 
and arrested. Garibaldi became a fugitive. 

During October 1959 an undercover Federal narcotic agent began negotiations 
with George V. Piperkoff for delivery of a large quantity of heroin. At first sus- 
picous of the agent, Piperkoff was finally won over and delivered a sample of 214 
grams of heroin. 

Arrangements were made for the delivery of a kilogram of heroin on December 
15, 1959, and the agent met Piperkoff at the time agreed upon. After having seen 
the heroin, the agent gave a signal, and covering agents began toclosein. Sensing 
a trap, Piperkoff pulled a revolver from his pocket and fired three shots at the 
oncoming agents, who were unable to return the fire because of bystanders. 

After a fierce struggle, Piperkoff was subdued, and Federal narcotic agents 
seized 820 grams of high-quality heroin. 

On December 18, 1959, after 17 hours of deliberation, a Federal grand jury 
brought in a guilty verdict for all 20 Apalachin defendants on trial for conspiring 
to obstruct justice by concealing the purpose of the meeting in November 1957 
at the estate of Joseph Barbara, Sr., at Apalachin, N.Y. 

The trial had begun on October 26, and the Government had put 69 witnesses 
onthe stand. None of the 20 defendants testified for the defense. 

The conviction was obtained by Special Assistant to Attorney General Milton R. 
Wessel. He and his staff were assisted by a special group of nine narcotic agents 
over a period of 7 months in obtaining evidence throughout the Nation for the 
prosecution. 
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Chicago, Ill. 

The December arrests of Theodore De Rose (December 10) and Carl Fiorito 
(December 11) by Federal narcotic agents and local authorities put an end to 
the activities of an important Midwest narcotic distribution group. 

De Rose and Fiorito were responsible for the distribution of large quantities 
of heroin in the Midwest, making sales in kilogram lots. They had made a sale 
on August 15, 1959, of one-half kilogram of heroin to undercover narcotic agents. 

Fiorito had been free on bond while appealing a sentence of 6 years for diamond 
theft. 

Following the arrest of Fiorito, the body of William Skally was found in a 
Chicago churchyard. Skally, a Government witness in this case, had been mur- 
dered by a blast in the face from a .38. Fiorito has the reputation of being a 
killer in the Chicago underworld criminal syndicate. 

California 

On October 15, 1959, Federal narcotic officers arrested Edward E. Fitzgerald 
at the bus depot in San Francisco, where he was accepting delivery of a pack- 
age of 93 grams of heroin. He had previously sold 89 grams of heroin to a 
special employee of Federal narcotic agents. Investigation revealed his source 
to be Ella P. Moldoven, and she was arrested in Los Angeles on October 19, 1959. 
According to Moldoven, her supply came from Raymond Mojica, fugitive in 
another narcotic case. Narcotic officers arrested Mojica on October 19, 1959, 
and seized from him 445 grams of heroin. 

On October 23, 1959, John Patterson, Thomas K. Clark, and Richard Steward 
were arrested in Los Angeles and charged with violation of Federal narcotic laws. 
The three had made two sales of heroin to undercover narcotic agents totaling 
173 grams. An order was placed for a large amount, and Patterson was arrested 
as he delivered 506 grams of heroin. When officers went to the motel room the 
three were using for adulterating the heroin, they seized an additional 368 grams 
of heroin. 

On November 20, 1959, Federal narcotic agents and local authorities arrested 
Carlos Sanchez at Los Angeles and seized from him 284 grams of heroin. Under- 
cover narcotic agents had previously purchased 280 grams of heroin from Sanchez 
and Kenneth William Navo, who had been arrested on November 12, 1959. 
Sanchez had been source of supply for Navo. 


PROSECUTION OF MEN ATTENDING APALACHIN MEETING 


Dr. Anstrncer. I would like to clarify something here, Mr. Chair- 
man, for your record and any questions you would like to ask. When 
the Department of Justice set up this special squad to move in on these 
men who had attended the Apalachin meeting, because so many of 
them had been in narcotics, they asked us to assist. 

We gave them all the help that we could possibly give them, and 
I would say that, irrespective of what you read otherwise, the New 
York State police, the New York Crime Commission, the Alcohol 
Tax Unit and Intelligence Unit of the Internal Revenue Service, and 
the Federal Bureau of Narcotics did this whole job. 

If I may, I would like to read you the letter from the able prosecutor, 
Mr. Milton Wessel, and, if you concur, I would like to have it inserted 
in the record, because so many other people are trying to take credit 
for this since this matter has been brought to the public attention. 

Here is the letter after the conviction. We also had a fine letter 
from Judge Kaufman, who tried the case and really had a very difficult 
case before him. 

That is the first time you had conspiracy to obstruct justice. Actu- 
ally, it was a conspiracy of silence; not one man took the stand in his 
own defense. 

This is from the Department of Justice, Attorney General’s Special 
Group, U.S. Courthouse, New York. 
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Mr. Gary. That is from the State department of justice. 

Mr. Ansiincer. This is from the prosecutor who prosecuted the 
Apalachin criminals. 

Mr. Gary. The Federal prosecutor ? 

Dr. ANsLINGER. Yes. 

The Special Assistant to the Attorney General. 

He said: 

“Dear CoMMISSIONER ANSLINGER: May I express again my sincere 
appreciation for the outstanding work you and the Bureau have done 
in helping bring the Apalachin conspiracy prosecution to its success- 
ful conclusion. 

“In large measure you were responsible for the foree which re- 
sulted in creation of the Attorney General’s temporary Special Group, 
for you had led the fight against syndicated crime for the last 30 
years. When our special unit was established, you immediately ex- 
tended the full cooperation of the Bureau of Narcotics, and from that 
time forward have furnished invaluable guidance, necessary crimi- 
nal intelligence, and investigative assistance. Indeed, it was the 
Bureau which conducted all original investigative work, and which 
successfully handled the difficult matter of coordinated nationwide 
arrests of the Apalachin defendants. 

“Significant as may be the conviction of these 20 leaders of syndi- 
cated crime, I know you agree that the real importance of the Apala- 
chin conspiracy trial is its demonstration of what can be done if 
Federal, State, and local law enforcement are welded together into 
a single unified prosecutive effort directed at those leaders of organ- 
ized crime who up to now have been able to insulate themselves from 
law enforcement. This can be done with a small mobile legal task 
force, and without posing any of the dangers of a nationwide all- 
powerful police force.” 

He expressed personal thanks for the work that had been done and 
named the various agents here who assisted in the prosecution of 
this trial. 

Mr. Gary. We will insert that letter at this point in the record. 

Dr. Anstincer. I would like to have it inserted because this is the 
chief prosecutor speaking. 

(The letter referred to follows :) 


U.S. DEPARTMENT OF JUSTICE, 
ATTORNEY GENERAL’S SPECIAL GROUP, 
New York, N.Y., December 23, 1959. 
Hon. Harry J. ANSLINGER, 
Commissioner of Narcotics, 
Department of the Treasury, 
Washington, D.C. 


DEAR COMMISSIONER ANSLINGER: May I express again my sincere apprecia- 
tion for the outstanding work you and the Bureau have done in helping bring 
the Apalachin conspiracy prosecution to its successful conclusion. 

In large measure you were responsible for the force which resulted in crea- 
tion of the Attorney General’s temporary Special Group, for you have led the 
fight against syndicated crime for the last 30 years. When our special unit was 
established, you immediately extended the full cooperation of the Bureau of 
Narcotics, and from that time forward have furnished invaluable guidance, 
necessary criminal intelligence, and investigative assistance. Indeed, it was 
the Bureau which conducted all original investigative work, and which success- 
fully handled the difficult matter of coordinated nationwide arrests of the 
Apalachin defendants, 
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Significant as may be the conviction of these 20 leaders of syndicated crime, 
I know you agree that the real importance of the Apalachin conspiracy trial 
in its demonstration of what can be done if Federal, State, and local law en- 
forcement are welded together into a single unified prosecutive effort directed 
at those leaders of organized crime who up to now have been able to insulate 
themselves from law enforcement. This can be dene with a small mobile 
legal task force, and without posing any of the dangers of a nationwide all- 
powerful police force. 

I also want to express my personal thanks for the work which has been 
done by so many agents of the Bureau, particularly District Supervisor George 
Gaffney, and Ray Enright and his staff, Norman Matuozzi, Armando Muglia, 
Anthony Consoli, James Zeigler, and Jack Godhe. who labored long and hard 
during what was a most tedious and difficult trial. 

Finally, although reluctant to single out one individual, I must express my 
deep admiration for the outstanding work done by Agent Thomas J. Dugan. 
From the inception of this effort, Tom worked day and night on the preliminary 
investigation, the indictment, the preparation for trial and the trial itself. He 
has been a tower of strength, guiding, advising, struggling and even worrying. 
His dedication to public service and devotion to effective law enforcement 
deserve the thanks of our country. 

With warmest personal regards, and best wishes to you and Mrs. Anslinger 
for a most happy holiday season. 

Sincerely, 
Mitton R. WESSEL, 
Special Assistant to the Attorney General. 


PERFORMANCE OF NARCOTICS WORK BY CUSTOMS BUREAU 


Mr. Gary. Doctor, realizing the great work that has been done by 
the agents that this committee authorized for work in Europe in an 
effort to curb importations into this country, I was in the Far East 
this past fall and I made some inquiries at Hong Kong and Tokyo, 
thinking possibly they might be able to use several agents to ad- 
vantage in that area. 

But I was informed that the Customs Bureau has special agents in 
Hong Kong and in Tokyo. As a matter of fact I met them and had 
several conferences with them. 

They tell me that they are doing now practically the same work 
that. your agents are doing in Europe, and that they feel that any 
additional agents from your department would be just a duplication 
of effort or would supplant their work altogether. 

Have you any views with reference to that situation ? 

Dr. Anstrncer. We have had our spheres of activity as we ex- 
plained. I have explained it several times. 

That is one of the reasons we were before the Hennings committee 
because they felt that we were restricted in our operations so we have 
started into Mexico doing operational work with the customs agents 
who are assigned there. 

The Far Eastern thing is probably a little different. I have found 
that the British Government is always very reluctant to have one of 
our agents in its territory. We have done some work in the Bahamas 
for the local authorities there, but when it comes to doing work in 
a British possession they are just a little hesitant to let us go in there, 
not that we would show them up—I know they would not welcome our 
assistance in London for several reasons. 
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NARCOTIC SITUATION IN HONG KONG 


But I want to tell you this about Hong Kong which is a very 
astonishing thing. 

At one time we said that we thought that there were as many addicts 
in Hong Kong as there were in the entire United States, that is one 
city. We were told by the British Home Office in charge of narcotic 
enforcement throughout the Empire that that was farfetched. Just 
2 months ago the Government of Great Britain issued a white paper 
and when they issue a white paper you can rely on it, and they showed 
the situation in Hong Kong as being virtually out of control insofar 
as it was concerned locally, with tremendous quantities being smuggled 
in transit from the southeast, southeast Asia, from Burma, from Thai- 
land, particularly, and then they said that instead of disputing my 
figure that I thought there were as many addicts there as there were 
in the entire United States, which was over 60,000, they said they 
thought they had between 150,000 and 250,000 heroin addicts right 
in the Colony of Hong Kong, which was their own, mind you, their 
own white paper, and a tremendous piece of news. We were really 
taken aback. 

They went into the traffic very thoroughly and showed it just did 
not all originate there. The heroin traffic there is something that you 
just could not conceive with as many as 150,000 to 250,000 addicts. 

I doubt very much whether they would welcome our assistance 
there on an operational level because they have their own police force. 
Our custom men do more liaison work. They do not do operational 
work. 

Mr. Gary. Yes, I understand that. 

Dr. Anstincer. I do not think the British would allow that, but 
in Tokyo I noticed the customs man did some. He was called in by 
the Japanese Police who said, “Will you act here as the racketeer 
and make a buy from this big hoodlum?” and he went through with 
it and made a very fine case. That was a customs man. 

Mr. Gary. Off the record. 

(Discussion off the record. ) 

Mr. Gary. Put this on the record. 

I met the head of customs and then I also met a young man who 
had just recently been transferred to Tokyo to handle this particular 
work and he seemed a very capable person. 

Off the record. 

(Discussion off the record.) 

Dr. Anstincer. I think the situation in Japan is—well, they have 
a terrific heroin problem there which certainly all originates from the 
mainland of China. I am inclined to think that the customs as they 
are working now and doing operational work with the Japanese 
Police should make quite a dent in that. But I think as to Hong 
Kong, we would first have to get the British to ask or to invite us to 
come in and assist in their operation because while they do make 
some very good cases, but to see that traffic get out of hand. at one 
time I read one of the reports that actually they said it calls for a 
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United Nations operational team which, of course, is impossible. 
They do not work on that level. We have made big conspiracy cases 
out of San Francisco affecting these big dealers in Hong Kong. 
ey have been able to get at some of them. But they need some 
help. 

CHINA AS A SOURCE OF NARCOTICS 


Mr. Gary. My concern over that situation is that in view of the 
closeness to Red China that that might be a source for exportation to 
the United States, and I am wondering to what extent the exporation 
to the United States is being checked now. 

Are you getting very much from the Far East ? 

Dr. Anstincer. I do not know whether this George W. Yee case— 
is that the Portland case? 

Mr. Grorpano. George Yee. 

Dr. Anstincer. Was that last year? 

Mr. Giorpano. That was last year. 

Dr. Anstincer. There were two cases we made out of San Fran- 
cisco involving the smugglers in Hong Kong and over a period of 
years it amounted to a very, very large part of the heroin that was 

ing used in California, quite a lot. 

There was some 30 indictments in each case, both Chinese mobs. 

In one case the Chinese was in the penitentiary up in Oregon and 
we, through the Attorney General, got immunity for him. 

Mr. Speer. That is on page 8, Commissioner. 

Dr. Ansttncer. Here is the case. I thought it was here. It is on 
page 8, where we see the second item there. 

On January 16, 1959, a Federal grand jury at San Francisco returned indict- 
ments against a group of Chinese who smuggled 270 pounds of heroin into the 
United States from Communist China between 1951 and 1958. 

That is just one group. 

Then they give the chief conspirators. 

And these fellows have all been tried and convicted. 

That is one of the cases. 

There is another case I gave you last year, so we are getting a lot 
of heroin through Hong Kong. But it does not stay in Hawaii, not 
with the type of sentences imposed there. The Federal judges there 
have just run it completely out. 


MEXICO AS A SOURCE OF NARCOTICS 


Mr. Gary. Is there any of that coming through Mexico? 

Dr. Anstincer. Not the Chinese heroin. The heroin that is coming 
from Mexico is manufactured in laboratories away back in the moun- 
tains. But these traffickers that our men arrested there last month 
were Arabs, and they unquestionably had gotten heroin from the 
Middle East, probably from Lebanon, and it had gone into Mexico 
and Mexico was an intransit country for that Near Eastern heroin. 

So as you see the traffickers for instance, do not just use Mexican 
heroin but they get it from abroad and smuggle it in. These Arabs 
unquestionably had their connections in the Near East. 

Mr. Gary. The man you are putting into Mexico will help you check 
that situation. 
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Dr. ANsLINGER. We have several there now working. We are work- 
ing in different spots there with the Mexican police. 

Just last week there were two or three of our men, and the customs 
man away back in the mountains. They made a deal involving a 
clandestine laboratory. Our men were going to go into the mountains 
there, but vast areas were almost inaccessible in some places. The 
Mexican officials and Mexican police advised them if they went in 
there they would never come out alive. 

We are working now in Mexico and the Government of Mexico is 
certainly doing a lot of good work. 

That was the subject of controversy at Senator Hennings’ com- 
mittee hearing; that they were not doing a good job. Certainly, 
there are conditions along that Mexican border that would not be 
cured if you closed the border down or if you stopped all of the 
juveniles from going over. 

I donot know what the answer is there. 


COOPERATION WITH FOREIGN POLICE 


Mrs. Gary. Does the cooperation of the narcotics agents with 
police authorities of foreign nations extend to participations in raids 
within those countries ? 

Dr. ANsLINGER. It does to this extent. When our men are working 
undercover and they are about to close in on a case, they never do it 
alone. They always bring in the local police officers under whom 
wes 3 are really working. They are sovereign States and we work 


under their direction. We step aside then and let them take the 
credit for it, even in Mexico. We step aside and let the Mexican 
police or the Turkish police take the credit. We just made some 
cases last week in Turkey where the Turkish police closed in with 
us on the mobs. 

NARCOTICS SITUATION IN CUBA 


Mr. Gary. Do you have any problems in Cuba now arising out of 
the situation down there? 

Dr. Anstincer. Mr, Chairman, I will tell you. I will tell you the 
truth. We have had some rather sharp words. I will tell you what 
the situation was. 

Under the Batista regime, although this was a Customs orbit, we 
did the undercover work, the Customs man asked us to come in. I 
would say we made some 50 cases involving traffickers who had large 
amounts of cocaine because while cocaine is not so much of a problem 
in this country, in Cuba it is a terrific problem. I say this advisedly, 
knowing the international situation as to cocaine there is probably 
more cocaine traffic in Cuba than all the rest of the countries of the 
world put together. 

Off the record. 

(Discussion off the record.) 

Dr. Anstincer. Coming back to the record, very few of those cases 
_ ever prosecuted in court under the Batista regime. Very few 
of them. 

We were disturbed, and I would say 2 months before the Castro 
revolution we just quit work. We just quit going over making cases. 
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When Castro came in he was in Washington here and sent one of 
his top enforcement men around to see us and we gave him all of the 
data, everything. We said, “Now, the first thing we would like you 
to do, you should prosecute these cases that our agents have made 
and also deport a lot of these hoodlums that are connected with the 
gambling casinos and a lot of not only American hoodlums but a lot 
of other top hoodlums there.” 

We were going to see what they would do. 

Nothing has been done so far in relation to these cases that we made. 
And we are not going down either to help them because we have seen 
no evidence of any cooperation on this level. 

I think if they started a good campaign there they could probably 
do a lot of cleanup work. 

Off the record. 

(Discussion off the record.) 


YEE CASE 


Mr. Gary. Was George W. Yee a citizen of the United States at the 
time of his narcotics offenses ? 

Dr. Anstincer. George Yee. 

Mr. Speer. I believe he was. I am not sure. 

Mr. Gary. Has the citizenship been affected by the legal action 
taken against him? 

Mr. Sezer. He is in the penitentiary at the present time on a 5-year 
sentence. 

Mr. Gary. Yes. His is ohe of the cases that is discussed in here. 

Mr. Speer. Yes, sir. 


TRAINING SCHOOL 


Mr. Gary. What are the various expenses associated with the con- 
duct of the Federal Bureau of Narcotics training school and how are 
these expenses provided for, Dr. Anslinger ? 

Dr. Anstincer. We have one of our men and he is the head of not 
only the narcotic training school but the Treasury training school, and 
when it comes to the Treasury training school, where the Treasury 
agents from all services attend, all of the expenses are equally dis- 
tributed among the five enforcement agencies. It is not very much. 
I mean it is very nominal. All of the professors render their services 
without charge. We do not pay for any of the professors who teach 
there. They are all experts. And as these men who come from abroad, 
or any part of the United States, we do not pay any of their expenses. 

The local police department takes care of them. So really the schools 
just cost a couple thousand dollars a year. I would not suppose it 
would be any more. 

Mr. Rees. The school is paid from operating funds and reimbursed 
by the agencies who participate in the school on a percentage basis 
as determined by the director of the school. 

Dr. ANSLINGER. Yes. 


EMPLOYEE HEALTH INSURANCE PROGRAM 


Mr. Gary. You are asking for $20,000 for 1961. Does that include 
any additional personnel at all? 
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Dr. Anstincer. No, sir. I do not believe so. 

Mr. Giorpano. No, sir. That $20,000 is to defray the cost of the 
health insurance under the new health plan. 

Mr. Gary. Solely. 

Mr. Griorpano. That is all. The same number of men. 


PROSECUTION OF ADDICTS 


Mr. Gary. Are all active addicts subject to prosecution ? 

Dr. Anstincer. We do not prosecute the addict, Mr. Chairman. 
That is a matter for the local governments. We only prosecute the 
seller, whether he is an addict or not. In fact, the addict-seller is 
sometimes worse than the nonaddict-seller. So we prosecute the addict 
from that standpoint if he sells. If he is in possession he is turned 
over to the State or the city. That is the city and State job, to take 
care of the addicts, and, naturally, we are hoping that they will finally 
establish hospital facilities for him and get him off drugs. 

When we get an addict-seller then he goes to Lexington, but he has 
to serve his whole term of 5 years. 

Mr. Gary. Frequently, the States do prosecute the addicts and then 
give hae sentences and suspend them if they take the treatments, do 
they not ? 

Dr. Anstincer. That is done particularly in Texas where addiction 
is a felony and they give him a chance of going to the hospital to get 
cleaned up or they will put him in jail. 

Fort Worth has quite a number. . They have quite a number of 
addicts of that type who have been forced into the hospital. 

In other States they just do not have any place to send them. 

Mr. Gary. I think that was done in Richmond, sometime ago, was 
it not? You had some cases down there and we got you to take them 
into Lexington ? 

Dr. Anstincer. That is right. There were some cases there. I 
think that is a little special circumstance, where there were quite a 
number of them. The judge helped out there. 

When you get a judge like that he suspended sentence provided they 
went to Lexington. We were able to get that out of Federal court. 
But you would not get this out of a State court. 

Mr. Gary. That was my recollection. 

Dr. Anstincer. Yes, sir. 

Mr. Gary. I remember somebody took the matter up with me at 
the time. I think I had some discussion with you about it. 


CASES HANDLED BY STATE OFFICIALS AND FEDERAL AGENCIES OTHER THAN 
THE BUREAU OF NARCOTICS 


What portion of narcotics cases are handled by State and local offi- 
9 " by Federal agents other than the Bureau of Narcotics 
OMeclais ¢ 

Dr. Anstincer. I think last year there were probably 30,000 cases 
that were handled all over the country, and we handled, I would say, 
around 2,000 of those. The other 28,000 were handled locally. Some 
of those people that were arrested maybe two, three, four, or five times, 
but today the cities particularly are taking up all that kind of work 
which was always our work. We had to do the whole thing from one 
end of the country to the other. It was just too much. 
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Now, they have taken it up and they have done wonderful work. 

I might tell you without—and I hope it is without prejudice to om 
appropriation—we have managed to close a number of offices because 
we have just run the traffic out with the help of the local and Federal 
people, a number of places. But now then that allows us to concen- 
trate in New York, Los Angeles, and Chicago. 

Mr. Gary. In other words you have closed offices in some places 
and concentrated where the principal locus of infection is. 

Dr. Anstrncer. That is right. 

Mr. Gary. Do the workload statistics presented in this budget jus- 
tification represent cases handled in part or entirely by an agent of 
the Bureau of Narcotics or by all enforcement officials collectively ? 

Dr. Ansurncer. I think that caseload is ours. 

Mr. Gary. Is yours exclusively ? 

Dr. ANsLincsER. Yes, sir. 

Mr. Gary. Mr. Canfield ? 

Mr. Canrietp. Dr. Anslinger—— 

Mr. Gary. I want to say I know Mr. Canfield has been very, very 
deeply interested in this question of narcotics enforcement for a num- 
ber of years and he is leaving us this year. He has announced he is 
not going to run again. 

We are very greatly distressed that he is not going to be back with 
us, and this is one field in which he will be missed particularly be- 
cause, as you know, he has been very cooperative with your Depart- 
ment, and worked very diligently in this narcotics field. 

Dr. Anstincer. This is a sad day for the Bureau. 

Mr. Canrrevp. Thank you, Dr. Anslinger, and thank you, Mr. 
Chairman. 

May I say right here and now that while I have been deeply inter- 
ested in this subject I have been no more interested than our good 
chairman and my other colleagues on this committee. All of us are 
aware of the fearful challenge of drug addiction in our country and 
this committee has dedicated itself to doing all it can to cooperate 
with you, Dr. Anslinger, and your band of some 280 agents, to do a 
wholesome job for all our people. And I believe that such a job is 
being done. 

Dr. Anslinger, since this may be the last time that I will be sitting 
on this side of the table examining you, I must say that during my 
37 years of experience on Capitol Hill I have never known a man 
more dedicated to his assignment, more anxious to do a job for the 
American people than yourself. 

I shall always remember you and years hence when I do some writ- 
ing I shall have the pleasure of paying you further more deserving 
compliments. 

I like, incidentally, the modest, humble, but determined way you 
carry on. And as I look over your budget today all I can say at the 
very beginning of my appraisal is that it is a tight budget. Down 
through the years you have never sought to “pour” it on, so to speak. 


CASES INVOLVING THE MAFIA MOBSTERS 


I am sure, Dr. Anslinger, that you read very carefully the article 
written for Reader’s Digest some few months ago by Frederick Son- 
dern, Jr. I thought that article was very well done, and I thought, 
too, that he paid you and your Bureau a most deserved compliment. 


a tee iin tok te ee Oe on 
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Do you have any comment about that article? In that article, you 
recall, his book on the Mafia and what the Mafia has been doing in 
the illicit narcotics trade was briefed. Would you comment? 

Dr. Anstincer. I think his book is a factual one. It is well docu- 
mented; and it has had wide distribution. We have urged all law- 
enforcement. officers to read the book because there is not any fiction 
in that book. AJl of the facts have been checked. I know Mr. Son- 
dern has made great study such as you have made of this traffic and 
has been very close to it, and he has sat through many trials involving 
these Maffia mobsters in New York and he has been so infuriated after 
he talked to the judges, after a big case had been completed, that he 
felt he had to tell the American public what this syndicated opera- 
tion was. 

It should be must reading for every law-enforcement official if he 
wants to clean out the gangsters in his community. 

Mr. Canriexp. I believe that your men among other things dis- 
covered that the Mafia meeting in Apalachin, N.Y., had to do with 
narcotics in part although you testified today you are of the belief 
that they were getting ready to dilute their activities or at least depart 
therefrom. 

Dr. Anstincer. They decided it was too risky a business to suffer 
the penalties under the Narcotic Control Act, enacted by Congress 
in 1956, also, that we were moving in on too many of their top men, 
like Vito Genovese. 

Mr. Canriexp. By the way, where is he today ? 

Dr. Anstrncer. He is out on bond, pending appeal. 

Also Evola, who was convicted in the conspiracy, we had him on 
narcotics, and John Ormento, another one of the top hoodlums. Many 
of the others had narcotics records, and it was surprising to see the 
number of these men who appeared, especially the labor racketeers 
who appeared before Senator McClellan who have had narcotics 
records and, of course, there is only one agency who gave them those 
records. Their decision was it was also smearing the name of their 
syndicate because they were too closely linked with the naroctic 
traffic, and I think—well, I know that they wanted to get out of the 
traffic. 

However, the young Turks, the young fellows, said, “You fellows 
made all of your money on narcotics. Where do we come in? Why 
should we have to listen to you old fellows? We are going right 
ahead.” And the edict went down, “If you do not get out in 6 months 
something is going to happen to you.” 

Well, it already happened totwo. Two of the younger fellows who 
decided to continue in the business have since been killed. 

Then there was among other things another angle there that is 
rather interesting. One item on the agenda was to take over the State 
of Nevada politically. 

Mr. Canrietp. That was on the agenda? 

Dr. Anstincer. Take over a lot of those casinos, but not to in- 
terfere with the Kansas City or the Chicago mobs who were too deeply 
entrenched there. They did not want a shooting war, but they felt 
they could get in there and skim off the top which, of course, in 
gambling operations what that is—say, so many thousands of dollars 
disappear from the daily take and nobody knows what happened to 
it because they do not have to keep books on it. So they were going to 
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take some $50,000 off the top every day which would never appear on 
the books. 

Then the New York State Police moved in. They did not have much 
time to put that into execution. The State of Nevada to those fellows 
was an ideal target because their big rackets are gambling. 

Mr. Gary. Would the gentleman yield ? 

Mr. Canrtexp. I yield. 

Mr. Gary. Off the record. 

(Discussion off the record. ) 

Mr. Canrietp. Dr. Anslinger, in your statement today you say 
among other things, “We intend to concentrate our efforts on the sup- 
pression of the illicit narcotic traffic at the interstate and interna- 
tional level, directing our attention to those criminals who have 
banded together in national and international drug syndicates.” 

First, was Al Capone part and parcel of this outfit, this Mafia 
organization ? 

Dr. Anstrncer. In the old days in Chicago, very few fellows 
stepped into his territory. When they did there was usually a gun 
battle. He was unquestionably part of that outfit. 


PENALTIES IMPOSED BY STATES 


Mr. Canrtevp. The chairman, in his observation, elicited a state- 
ment from you that the States need better legislation on penalties. 
Of course, we all agree. We are sorry to note those States that have 
been jacking in meeting this issue with appropriate legislation. 

T agree with all the chairman has said about the necessity of legisla- 
tion on the State level for more stringent penalties. And I think 
it might be appropriate, too, at this time to dwell on the need of more 
action on the part of the police or our various municipalities that are 
concerned. We know that you cannot do local policing and we do not 
want you to do that. If it were necessary you would have to have 
thousands of agents all over the United States. That is not consistent 
with our American system of Government and with our way of life. 

This must be said at this time, that if a people in charge of local 
government are not deeply interested and concerned and if the local 
police are not properly oriented and instructed and dedicated, this 
job is not going to be done; is it? 

Dr. ANSLINGER. No, sir. 

Mr. Canrretp. And there are areas, municipalities in our country 
where you are not getting the cooperation that you ought to get. 

Dr. Anstrncer. That is correct. 

Could I interrup you, Congressman ? 

Mr. Canrtetp. Yes, sir. Indeed. 

Dr. Anstrncer. Because in Ohio when they had this rather terrific 
problem of drug addiction, Senator Lausche was then Governor and 
O’Neill was the attorney general, and the two of them went all over 
the State bringing this condition to the attention of people so that 
it would get the support and when they went in with their stiff legis- 
lation, there was not a dissenting vote. There was not a voice lifted 
against it. In fact, they could have had the death penalty, had they 
wanted it. 

That is how two leaders were able to rid the State of drug addiction 
and dope peddlers. 
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Consequently, we have had 15 men there, and we only have 2 men 
there with hardly anything to do. 


1959 SUPPLEMENTAL REQUEST 


Mr. Canrievp. Dr. Anslinger, as you know so well, it has been the 
policy and practice of this committee over a period of years to go 
along with you in your funds requests because we believe so much 
in you and in the work you and your men are doing. I think it was 
rather small on the part of the Congress last year to cut $8,500 out 
of your moneys required to purchase evidence. As a former police 
reporter I know how necessary those funds were to your operation. 

I am sorry that the action taken by the House was not appealed by 
you and your staff. 

You asked this committee to approve $289,500 for fiscal year 1959 
and another committee, not this committee, another subcommittee, 
was named to consider supplemental requests for that year, fiscal 
1959. It was that committee, not this committee, that made the cut. 

And Mr. Gary permitted me to seek restoration, full restoration, 
on the floor of the House. He was for that restoration as were we all. 

But those in charge of the bill took the attitude that “we will stand 
for a $20,000 restoration, $20,000 out of $28,950 cut, but there will 
have to be some cut.” 

So you were cut $8,950. 

That is to be regretted. That is “small potatoes” when we are 
considering a matter like this, funds for the Bureau of Narcotics fiscal 
year 1959. 

Now, it has been developed here by the chairman—— 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrrep. Yes, sir. 

Mr. Gary. The work of this department cannot be measured in 
dollars and cents. It far transcends the monetary value that might 
be placed upon the activities of the department. 

Mr. Canrievp. That is so true. 


NARCOTICS AGENTS IN EUROPE 


Dr. Anslinger, it has been developed here that you have seven 
narcotic agents in Europe. Modestly, I recall, that I sponsored an 
amendment which gave you the funds necessary to originate that pro- 
gram which was designed to send your men abroad, there to cooperate 
with foreign police in breaking up these narcotics rackets at the 
source and in some of those countries, notably Italy, you have had 
rather good cooperation ; is that not true? 

Dr. Anstincer. Yes, sir. 

And, to show you the wisdom of your action, today in most cities 
heroin is adulterated up to 95 percent, which means the addict is only 
petting a 5-percent product instead of pure heroin, which was the case 

efore we started to go after these factories in Europe. This is a very 
strange thing in relation to prices. 

Maybe we had better not put this down. 

(Discussion off the record. ) 
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PERFORMANCE OF NARCOTICS WORK IN FAR EAST BY CUSTOMS AGENTS 


Mr. Canrtetp. Dr. Anslinger, I am sorry to hear that the British 
had been reluctant to have your men go into the Hong Kong area be- 
cause—well, the white paper recently issued by the British Govern- 
ment makes the case. I never felt that the Treasury representatives 
in Hong Kong or in Tokyo—and I believe there is only one in Tokyo 
and possibly one in Hong Kong—— 

Dr. Anstincer. There might be two in both places. 

Mr. Gary. The Customs, you mean ? 

Mr. Canrtetp. They call them Treasury representatives, but they 
are paid by Customs; is that not right? 

Dr. ANSLINGER. Yes. 

Mr. Gary. There are two in each place. 

Mr. Canrietp. There are two in each place, as the chairman says— 
and he has been over there in recent weeks—but I have never felt that 
they, being charged with multiple duties by the Treasury Department, 
could do the type of narcotics job that full-time narcotics men can 
and should do, and I have been impressed by what you say today, 
that they need help, and I think they do, because I know of no area 
in the world where help is more important than in the area of Tokyo 
and Hong Kong. I just sense somehow—and you do not have to com- 
ment on this—that the proper collaboration and communion—I mean 
in this effort by the Treasury—is not as it should be. That is why this 
morning, when the Administrative Assistant Secretary was before 
us, I asked him about the chief of law enforcement of the Treasury, 
whom I do not know, but who, I understand, has a lot to do with this 
board or committee which meets periodically on narcotics. 


TEENAGE ADDICTION 


T am glad, Dr. Anslinger, to have had your testimony today on the 
addiction amongst teenagers of our country, because I think there is 
a widespread feeling that the percentage of addicts must be more 
than 3.8 percent, and I think the fact that it is not as large as some 
people think is good news—yes; good news. 

That does not seem to be spreading to a large extent, does it, this 
addiction amongst teenagers ? 

Dr. Anstincer. No, sir. You will see here by the charts that it is 
concentrated pretty much in New York City and Los Angeles. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrte.p. Yes. 

Mr. Gary. This situation with respect to the teenagers has im- 
proved quite a bit in the last few years, has it not? 

Dr. Anstincer. Five years ago about 12 percent of all addicts were 
teenagers. In this last year we noticed it gradually dropping, and 
this last year this 3.8 percent was a very happy figure for us, but 
there are still far too many of them. 

By the way, I do have here a chart which I would like to put in the 
record on the racial distribution of these addicts under 21. 

Mr. Gary. Without objection, the chart will be inserted at this 
point in the record. 

(The chart referred to follows :) 
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Active addicts under 21 years of age as of Dec. 31, 1959, in the United States 
(Total addicts under 21 years of age, 1,743] 
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1 American Indian. 
ADDICTION IN NEW YORK CITY AND NEW JERSEY 


Mr. Canrietp. Dr. Anslinger, we keep coming back to the almost 
unbelievable percentage of drug addiction that is concentrated in the 
New York City area. 

Of course, when I hear testimony of that kind, I am always think- 
ing of my home area. I live in Paterson, N. J. My home in Paterson 
is 13 miles from the Washington Bridge. I can drive in to Times 
Square in less than 45 minutes. I do not want to see any spillover 
into north Jersey. 

You have been kind enough to assign to the Paterson area a full- 
time agent whose name is Sal Giovini. He has impressed me mightily. 
I believe he is doing a terrific job. 

Off the record. 

(Discussion off the record.) 

Mr. Canrtetp. Now, did you want to say something about that 
north Jersey area ? 

Dr. Anstincer. You recall, Congressman Canfield, there was a time 
there when we could not find any activity around there and you just. 
felt you were so close to the center of infection there that it was going 
to slough over there and, sure enough, it did. 

You remember here, 2 or 3 years ago we made a case involving, I 
think, a couple of Syrians who had a very large amount to sell and, 
of course, they were dealing in New York. Then, just recently, to 
our astonishment, our man Giovini made all of these cases there. 

You wrote a couple of letters to the judges there because they were 
very fine, the State judges, in their sentencing of these traffickers. 

Mr. Canrtetp. They were Judges Nadell and Viviano, and the 
were pleased to learn that the Federal Bureau of Narcotics got a li 
out of their disposition of those cases, and I think the judges generally, 
in that area, are following through. 

Dr. Anstrncer. Oh, yes. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrretp. Yes. 

Mr. Gary. Off the record. 

(Discussion off the record. ) 
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ENFORCEMENT OF NARCOTICS LAWS IN WASHINGTON, D.C. 





Mr. Canriebp. I know how the chairman and the other members of 
this committee, and certainly including myself, have been concerned 
about our own Nation’s Capital. Here in the District of Columbia 
we were consternated some years ago because of learning about the 
most unfortunate things that were taking place in the District’s Police 
Department. We were also distressed to learn about the disposition 
of certain cases by the District of Columbia judges. I know that 
the chairman then had correspondence with some of the judges, and 
soon thereafter the atmosphere here seemed to be much more clear. 

Can you tell us today how things look in Washington, D.C., now? 

Dr. Anstincer. The Federal judges here today are giving higher 
sentences than are being given in any other city, which has had a 
deterrent effect on the traffickers. They hesitate in making any deals 
here because they know that when they get before the Federal judge 
today in the District they are going to get probably more than the 
minimum, more than 5 years, and especially these new judges have 
been very, very severe with the peddler. 

Also, we have here a very unique situation of a compulsory hospi- 
talization law where, if the addict is found he is examined and he is 
processed through the courts, and he must go to a hospital, without 
a criminal record, that is, no criminal record attaches to his hospital- 
ization. 

In the last year there were some 90 addicts forced to go to the hos- 
pitals here and then sent to Lexington, the only place in the United 
States outside of Minnesota, where you have compulsory hospitaliza- 
tion. 

The Federal Government cannot extend this to a State jurisdiction, 
but there are still a number of addicts here, but the relationship be- 
tween our men and the city management generally is excellent. 

There are working arrangements, both of the squads have been 
doing very excellent work here to get the trafficker and that has 
become a more difficult job as the months have gone by, because of 
the attitude of the courts, which I am sure was brought about by 
this committee. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrievp. Yes. 

Mr. Gary. You will recall, Mr. Canfield, that 4 or 5 years ago Dr. 
Anslinger pointed out to this committee that there had been some 
very lenient treatment of the violators here in the District by the 
judges, and we took it up at that time with Judge Laws, who was the 
chief District judge. Judge Laws addressed himself to the situation 
very vigorously, and immediately the situation began to improve 
here in the District. 

Mr. Canrietp. I would like to say, Mr. Chairman, that what has 
happened here in the District of Columbia as a result of the work of 
this committee has been a service to our whole country, and a very 


good one. 


ENFORCEMENT OF NARCOTICS LAWS IN HAWAII 


Now I would like, Dr. Anslinger, to ask you what you have to say 
about our new 50th State, Hawaii. The judges there are really doing 
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a good job. Are the laws there quite acceptable insofar as narcotics 
are concerned ? 

Dr. Anstincer. Well, we were operating under the territorial law 
before this, because the Federal laws had not been extended there, but 
now we operate under the Federal law, and also the other two judges 
are no longer there. These judges were very severe. 

They had to leave office when it became a State. There has been 
one Republican judge appointed. I do not know much about him. 
Of course, we will have to see what he does, but the judge, I think, 
who is a candidate now, Judge Frank McLaughlin, the Democrat who 
held on right along until he was forced out because of the change of 
status there, he was just death to the narcotic traffic, and we are just 
hoping and praying that Judge McLaughlin gets on that bench again. 

Mr. Canrtevp. I think, Dr. Anslinger, there was a former Pater- 
sonian who was a district attorney over there for quite some time and 
he was a vigorous prosecutor. 

Dr. Ansiincer. Yes; he was terrific. 

Mr. Canrrevp. He was a terrific prosecutor not only with reference 
to narcotics but also on this anticommunistic situation. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. CanrFiexp. On the record. 


KEFAUVER COMMITTEE HEARINGS ON THE DRUG INDUSTRY 


Dr. Anslinger, have you been following the Kefauver committee 
hearings on the drug situation ? 

Dr. Anstincer. Yes; I have. 

Mr. Canrievp. Is there any comment you would like to make, having 
in mind your own problem ? 

Dr. Anstincer. Well, there are some 10 manufacturers of narcotic 
drugs and synthetic narcotic drugs and we have followed the price 
structure throughout the years. I do not think that they are goin 
to be called before this committee because I think, in a period o 
almost 30 years, labor has gone up, everything has gone up, the price 
of raw materials has gone up, and I think they have only changed 
their price once, only once. They raised the price only once, and then 
a very, very small percentage. 

Of course, here again you get a cooperative effort because here we 
regulate them and control them and I have not seen any unusual prices 
in that area at all and I doubt very much whether Senator Kefauver 
will look into that field because these manufacturers are very reason- 
able, as far as the public is concerned. Certainly the public can afford 
the prices that are paid for narcotic drugs today. 

Mr. CanrteLp. Off the record. 

(Discussion off the record.) 


ROLE OF THE U.N. IN CONTROLLING NARCOTICS TRAFFIC 


Mr. Canrretp. I have one other question, Dr. Anslinger. You are 
the United Nations’ Commissioner on Narcotics. Will you tell us, 
briefly, what the picture is with reference to the United Nations? 

Dr. Anstincer. In the field of limiting the manufacture of nar- 
cotic drugs to the medical needs, control of the distribution, the regu- 
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lation of the trade, the United Nations has been able to drive all of the 
trafficking in narcotics underground. There is nothing manufactured 
now in any legitimate factory, any licensed factory, which gets into 
the trade. 

There is practically no diversion. There was a time when it all 
came from licensed factories. There was no such thing as a clandes- 
time laboratory. Today it is all underground. Everything has been 
driven into the underworld. 

There are 65 new synthetic narcotic drugs, all dangerous, and we 
have not had one case yet of illicit traffic in the synthetics. 

Just imagine what that means. If we did not have United Nations 
control limiting the manufacture, control and distribution, we would 
just be flooded, the world would be flooded with these very dangerous 
drugs, and, as a matter of fact, before we got it under control, for 
instance, one of the drugs, pethidine, was already being distributed 
and we grabbed that. 

We have not seen in the United Nations any of these synthetic nar- 
cotics distributed in the international market. That does not mean 
that some smart chemist is not coming along, but I think we can run 
him down, as we did here. A fellow just got started here and we 
nailed him. He was with the mob, and since got killed. But with 
these 65 new drugs, the control is so perfect at this time that I do not 
think the trafficker is going to be able to get around it. That is all 
United Nations work. 

Just think, Mr. Chairman, that the Government contribution, I be- 
lieve, to the United Nations is something like $35 million for all pur- 
poses, for everything, yet in this one area—and of course where you 
get all the nations working together, except Red China, all the nations 
working together on this, they have been able to stop the diversion 
problem and the factories, insofar as these narcotics are concerned, 
and also we have complete control over these 65 new synthetic drugs. 

So, if we did not have that control today, there would probably be 
at least. 100,000 addicts on these synthetic drugs which are very attrac- 
tive and very powerful. 

They give a great euphoria and there you would have an economic 
loss of $1 million a day just in synthetic drugs, and all of that has 
been stopped, and we hope we are going to be able to keep that control 
as it is now. 


NARCOTICS WORK DONE BY THE FOOD AND DRUG ADMINISTRATION 


Mr. Canrietp. We hope so too, Doctor, and in that connection, these 
65 new synthetic drugs, some of them possibly dangerous, does that 
situation not cause new problems for the Food and Drug Administra- 
tion ? 

Dr. Anstincer. Yes. Fortunately, they do not release any of those 
for sale until there is a complete scientific research in Lexington, with 
the addicts, to see just what the tolerance and dependence and habitu- 
ation is, and when the President proclaims one of those drugs as a nar- 
cotic drug, you can be sure it is a dangerous drug. In fact, on many of 
them we have persuaded the manufacturers never to release them be- 
cause they are so dangerous. 
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LABORATORY DETERMINATION OF SOURCES OF NARCOTIC SUPPLY 


At the United Nations there is also a laboratory we managed to set 
up here some years ago where you can take a ball of opium seized in 
any part of the world, and by laboratory testing they can tell you the 
exact country, in fact almost the exact county where that was grown, 
because of the various characteristics in the composition of the opium. 

To our great amazement, because of tiny particles of metal coming 
up through the plant and coming out in the opium or in any other 
commodity, one of the scientists at the Atomic Energy Commission, 
with a cyclatron, has been able to take this opium and find one bil- 
lionth, a billionth part of a particle, a little fleck, through this atomic 
machine that he has, and now he has taken a very decided interest in 
it, because he has already gotten his teeth into opium and he already 
can say that it came from here or here or here, because of an analysis 
probably of soils from all over the world, so now we are going to try 
to get him interested in heroin, because that is a problem. We seize 
heroin and France will say, “It is not ours,” and they will say in 
Turkey, “It is not ours,” and they will say in Mexico, “It is not ours,” 
and we are going to be able to tell where it was native through this 
laboratory, and even if it might have been shipped out of a factory. 
I think this man’s laboratory is going to be very good. This is a very 
thrilling story. He can take any ball of opium seized any place in the 
world and tell us where it is grown. 

Mr. Canrtetp. Dr. Anslinger, I am sure when this testimony is re- 
leased the Food and Drug Administration will honor you, because I 
sense a movement to cut or pare this fund to some extent. 

Thank you very much, Mr. Chairman. 

Mr. Gary. Mr. Alexander. 


NEGRO ADDICTS 


Mr. Atexanver. Doctor, this is certainly very interesting. I want 
to congratulate you on the fine job you have done and on the way you 
have brought out your budget. 

Now, I notice that in one of your diagrams you give the active nar- 
cotics addicts in the United States. About 57 to 60 percent of the 
active addicts are colored. I myself, coming from the South, where 
most of the colored population is, have never known of a colored 
person in my lifetime to be an addict of any kind of narcotics. Could 
you tell us or in any way give us an idea of where these colored people 
who are addicts are located ? 

Dr. Anstrncer. They are located principally in New York City, 
Philadelphia, Newark, Pittsburgh, Detroit, Chicago, St. Louis, Balti- 
more, Washington, and New Orleans; that is the one exception where 
you find colored addicts, and there you find a kind of different atmos- 

here. As you see from the distribution here of the addicts, we do not 
ave much throughout the South. We find a few in Texas and some 
in California, but generally it is in the northern cities. 

Mr. Gary. You do not have much trouble in the rural districts, any- 
way, do you? 

Dr. Anstrncer. No. 

Mr. Gary. It is mostly in the large metropolitan cities? 
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Dr. Anstincer. Yes, in the small cities we have practically nothing, 
and here is where your social and economic factors play havoc. When 
you have criminal association you get into criminal activities, and 
whenever a person associates with bad people he is easy prey for the 
peddlers in some of these northern cities. 


LATIN AMERICA AS A SOURCE OF NARCOTICS SUPPLY 


Mr. Atexanper. Now, you spoke of investigations in Mexico and 
Turkey, and several other countries, in the Far East and Near East, 
but I have not heard you mention anything about Central America 
or South America. Is the narcotics or dope problem very pronounced 
in that section of the world ? 

Dr. Anstincer. There is a very large problem in relation to mari- 
huana in Mexico and in Brazil. In about 2 months the Brazilian 
Government will convene a meeting of enforcement officers of most of 
South America, some in Central America, and the United States, 
which will participate, principally in relation to the cocaine traffic 
out of Bolivia and Peru. That traffic was way down to a minimum 
here, and I do not think even today we have one cocaine addict in the 
Lexington Hospital, but just recently there has been a resurgence of 
that traffic. Most of it goes into Cuba. The meeting in Brazil is 
to find ways and means of suppressing this cocaine traffic out of 
Bolivia and Peru. 

There is another angle to it. In five countries there, Chile, Peru, 
Colombia, Bolivia, and Argentina, chewing of the coca leaf occurs at 
very high altitudes by the Inca Indians. There has been a United 
Nations group through there which made certain recommendations, 
and the Governments are trying to get the Indians away from chew- 
ing the coca leaf. That occurs at high altitudes, where there is very 
little food. They are getting technical assistance from the United 
Nations to change over to good crops, because where you have the coca 
leaf you have that problem. You do not find it at sea level. That is 
something that does not affect the United States. You do not see it in 
Mexico. You see it. in these five Latin American countries. That is 
about the extent of the traffic in South America. 

‘Mr. ALexanpver. Do those countries, either through the United Na- 
tions, or by request to you as head of this department, ask for 
assistance / 

Dr. ANsLINGER. Yes, sir. 

Mr. Atexanper. And do they ask for cooperation on this traffic ? 

Dr. Anstincer. A number of their officers have been through our 
school here, and we have sent men down there occasionally, where we 
had leads, say in New York, on certain traffickers there, and told them 
about the type of traffic that they had. They have invited us to come 
in and work together, and we have been able to suppress that par- 
ticular traffic. 

Just recently it has been a source of difficulty. 


NARCOTICS TRAFFIC AND CRIME RINGS 


Mr. ALexanper. Now, are your big handlers of narcotics in this 
country more or less tied to rings, and, as you mentioned, gamblers ? 
Would you expand on the interconnection of other types of vice, 
as interlinked with the narcotics trade, briefly ? 
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Dr. Anstrncer. Well, these things, or these gangs, are sort of inter- 
locked and interlaced pretty well. It does depend a great deal on the 
supply available whether they are going to deal with the Chicago mob 
or the New York mob or the Los Angeles mob. They are, I would 
say, loosely organized, because they do not lead up to one card-carry- 
ing organization, but they are all connected. There are, say some 800 
or 900 that we know are in the traffic and they all know each other, 
and when there is a telephone available, telephone calls are made so as 
to set up their different fields: This last case we had in Chicago, they 
were also engaged in counterfeiting; in fact I believe we made the 
biggest counterfeiting case that the Secret Service ever had, because 
of this mob’s operation, so you see, some are tied ix. with this crowd, 
but not too much. Many of them are gamblers. I would say that 
takes up probably the narcotics range. 

We picked up a gambler, one of these fellows out of Las Vegas, and 
sent him up for 20 years. However, generally, they do not get into 
other rackets. 

NARCOTICS TRAFFIC IN NEVADA 


Mr. ALexanper. It was interesting to note on another one of your 
files here, though, that the number of addicts in Nevada, which I con- 
sider a legal gambling State, is very small; that there are very few 
actual users ? 

Dr. ANsLINGER. Yes. 

Mr. Atexanper. The gamblers themselves are the peddlers, and the 
big operators, however. The big operators are usually not addicts 
themselves, are they ? 

Dr. Anstincer. Naturally, in a place like Las Vegas, they do not 
want too many addicts around. The police have a special squad to 
get rid of the addicts who might be working at the gambling houses. 

Mr. ALexanper. I want to commend you for the very fine job that 
you are doing and I hope the time will come when we will be able 
to trace this so efficiently and sentence violators so sternly that we 
will wipe it out 

Dr. Anstincer. I think your 1956 Control Act will inexorably dry 
up this traffic. 

Mr. Gary. Mr. Conte. 


ENFORCEMENT OF NARCOTICS LAWS IN WASHINGTON, D.C. 


Mr. Conte. Dr. Anslinger, it is quite distressing to see the number 
of addicts in the Nation’s Capital, 1,116. Would you say that 5 years 
is the minimum sentence for the peddler here? 

Dr. Anstincer. For trafficking, yes, sir. 

Mr. Conte. And what is the maximum ? 

Dr. Anstincer. Well, with a lot of different counts, the maximum 
could go up to 40 or 50 years or more. On the first offense, 5 to 


I might say that this figure here, is a 5-year count. Recently, I 
had the local agent in charge sit down with the head of the Metro- 
politan Police squad and they arrived at a current figure by count- 
ing the addicts. 

It came to around 800 in all, which is still too many. But, with 
vompulsory hospitalization it is way down from what it was. 
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Mr. Conte. Do you think our laws are stringent enough ? 

Dr, Anstrncer. Oh, yes. 

Mr. Contr. Do you feel that the District’s law should be amended ¢ 

Dr. Anstincer. I would not ask for anything better than what we 
have right now. 


THE MIDDLE EAST AS A SOURCE OF NARCOTICS SUPPLY 


Mr. Contre. Life magazine had an interesting article on it a couple 
of weeks ago. F 

Beirut, according to the article, is now the center of world crime, 
and this article stressed a great deal on narcotics. 

Dr. Anstincer. Yes. 

Mr. Conte. Do you have any evidence of narcotics coming into this 
country from Beirut ? 

Dr. AnsLinceR. Yes, we do. We have a man stationed in Beirut 
with the consent of the Lebanese Government, and we have had men 
like Ambassador Malik, who is probably one of the top leaders in the 
world today, who is intensely interested in our problem, and who gives 
us great assistance in getting the local authorities to work with us. 
There is no question that there is a lot of heroin that comes out, or 
a morphine base, that comes out of Lebanon. 

Recently, Assistant Secretary Flues was in Turkey where he man- 
aged to get the authorities interested in putting through a new law 
whereby the Turkish farmer could sell opium only to the Government. 
There would be no more middlemen, because the middleman was then 
selling it into the illicit traffic. If the farmer is caught, he is fined 
an amount which would certainly not make it profitable for him to do it 
again. 

“The situation between Turkey and Syria became so bad that the 
Turkish Government mined that whole border and then set up guards 
all across the border, because of the Syrians coming into Turkey and 
smuggling across their border, and also smuggling into Lebanon, but 
we are getting good cooperation now from the Lebanese Government. 
They are on their toes. 

We had a little trouble getting into Syria because it became a part 
of the United Arab Republic, and this is a rather peculiar thing: 
Cairo, or Egypt today, is one of the “Third victim countries,” in the 
world for addiction. There is the cradle of civilization which is over- 
run with drugs, most of which come from Syria. 

So now they have both the victim and the supplier right in the same 
country, and they are getting together. There is a police meeting in 
Cairo some time next month, where all of the Near East enforcement 
officers will meet. 

Another thing, the situation in Iran is rather interesting where 
they are getting technical assistance from the United Nations. 

Also, ICA has thrown a lot of money in there. The Shah was de- 
termined to get rid of opium, even though it was a good cash crop for 
medical needs. 

They reported there were 2 million addicts in Iran and he was so 
disturbed with this condition he said “Out with opium, both legal and 
illegal. It has to go out of this country.” 











th 
bi 


a 
t 
0 
' 
a 
Fr 
t 
a 
Q 


— * 








179 


With the help of some of our men they have brought addiction down 
there to about. 50,000 in about 2 years. 

The cultivation of opium was just eradicated. That was one of the 
biggest sources we had. 


NARCOTICS TRAFFIC OF AMERICAN SAILORS AND OTHER AMERICAN 
PERSONNEL OVERSEAS 


Mr. Conte. They mentioned in Life magazine article that they were 
using sailors for distribution, they sell opium and derivatives in Beirut 
to the sailors and then they in turn would go on board ship, land it in 
some other country, and sell narcotics off the ship. 

Do we have any evidence of our sailors ever taking any narcotics 
back to the United States? 

Dr. Anstincer. Yes. We have a very long list of sailors who have 
been convicted of narcotics smuggling. The Coast Guard has re- 
voked their licenses and in each case the name is reported to the 
United Nations for distribution all over the world, and they cannot 
get a job ona ship of any nationality today. 

Mr. Conte. Well, you mean the merchant marine sailors, do you 
not ¢ 

Dr. Anstrncer. Merchant marine, yes. 

Mr. Conte. How about our Armed Forces? Do we have any dif- 
ficulties there ? 

Dr. Anstincer. In the Far East; yes. Around Hong Kong. There 
has been difficulty there with personnel of all three services. They 
have been getting some rather severe sentences. 

Mr. Conte. How about the airplane pilots? 

Dr. Anstincer. We have not run into that. They are pretty high 
class, and I might say that Mr. Samuel Pryor, vice president of Pan 
American Air Lines, is one of our advisers, so he gives us a great deal 
of * eae in relation to all of the plane traffic throughout the 
world. 

Mr. Conte. The airlines pilots are doing so well that they figure 
it would be a tremendous risk to get involved. 

Dr. Anstincer. Some of the crew members, the ground crew, have 
been involved, but it is a terrific risk for them. 


ASIA AS A SOURCE OF NARCOTICS SUPPLY 


Mr. Conte. I was in Laos this fall and went upcountry with a small 
airplane, and saw all of these brown patches on the countryside, and 
they told me that is where they strip the forest and grow poppies for 
opium, we went up to a small village up north where we landed with 
this small plane. There we had a nurse and a few college graduates 
and experts in agriculture members of the I.V.S. team. They told me 
that part of the program was to bring the natives down from the moun- 
tains of Laos and bring them into the valley and try to teach them 
agricultural techniques in attempt to get them away from producing 
opium and into agriculture. 

Then we went about a mile down the path, we came to a little market, 
where we saw five men selling opium, they had a considerable amount 
of it; they were getting $40 a kilo for it. I saw them sell the opium to 
natives. Is this quite a problem? 
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Dr. Anstincer. That area of Laos, Burma, and Yunnan, a southern 
province of Communist China, there are terrific amounts that come 
out of there. The Burmese make three or four hundred seizures right 
on the Communist border. 

Let me say something about Laos. We had a request from the 
Laos Government that they would like to participate in the Opium 
Protocol of 1953 and become a producer of opium. 

We very vigorously opposed that idea because, first, they do not 
have any machinery, and I know they could not possibly control it, 
and once Laos would get into the legal production of opium for the 
world market then Burma and Vietnam and all of the rest of them, 
even Red China, would want to participate in that market; so we did 
everything to discourage it. We tried to find out who started this 
thing in Laos, because we knew they did not have any kind of machin- 
ery there to control the production, and we knew that it would all go 
into the illicit market. We found a German economic mission there 
that was trying to figure out how to improve the economy of the coun- 
try, and they gave them the idea that this was a wonderful crop on 
the world market. 

I think we put an end to that, because we are not going to allow 
them to even raise their voices in the United Nations to participate 
in that program. 

NARCOTICS SMUGGLING 


Mr. Contr. Have you discovered any new ideas on how to prevent 
the smuggling of opium and heroin into this country ? 

Dr. Anstincer. They are always ahead of us in ideas as to how to 
bring it in. There is always a new wrinkle and there are so many 
new ideas, that they are always ahead of us there. 

Mr. Contr. What is the most common way used by smugglers? 

Dr. Anstincer. The seaman with his jacket brings in probably 
more than anyone else, or sometimes it is hidden in back of the steel 
plates on a ship and the plates are riveted back and painted over and 
then you just have an awful problem. With the Canadians, where 
we had this case where we were sure it was on this particular ship at 
Montreal we had to almost tear that ship apart before they finally 
found it—and they almost did tear the ship apart before they finally 
found it, by removing a lot of steel plates. But I can tell you this, 
Congressman, that if you had the Army and Navy up in New York 
City on board the Queen Mary it would still get through, because there 
are so many ways of bringing it in. 

There is no possible means of detection. We were successful for a 
while with dogs. We were able to practically run opium out of 
Chinatown, New York, with the aid of dogs. 

Mr. Contr. How did you use the dogs? Did they get the scent ? 

Dr. Anstrncer. They smelled it. 

Mr. Conte. Did they lead you to it? 

Dr. Anstincer. It would take a couple of years to train them, but 
now we do not have any more because we do not really have an opium 
problem any more. The problem is with heroin, and I do not think 
they could do the job there. We have not tried them, but I do not 
think they could do it. They have been successful with marihuana 
and opium. 
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Mr. Conte. I have no further questions. I do want to compliment 
you for the great job you are doing down there. 


DESCRIPTION OF VARIOUS NARCOTICS 


Mr. Gary. Dr. Anslinger, would you give us just a brief description 
of these various narcotics—for example, heroin ? 

Dr. ANsLINGER. Heroin is a derivative of opium, about four times 
more powerful than morphine, and it is the choice drug of addiction 
in the United States, Canada, and nearly all over the world, except 
where there is some opium smoking. 

Opium smoking is pretty much a thing of the past on this continent. 
It was quite a problem. 

They do not go in for morphine unless they steal it from a doctor 
or a drugstore. We do not see any international morphine traffic. 
There is cocaine, which comes from the coca leaf in Peru and Bolivia, 
which is more of a habit-forming drug than an addicting drug, but 
heroin is the problem more or less all over the world where there is 
addiction. 

Mr. Gary. And that is derived from opium ? 

Dr. Anstincer. It is derived from opium. It first is made into 
morphine and then heroin, with an added acid radical. You get 
about the same amount of heroin out of opium as you get morphine 
but that is the principal drug that we have to work on. 

Mr. Gary. How about marihuana ? 

Dr. Anstrncer. Marihuana comes from the plant Cannabis indica, 
which can be grown any place in the world. There again you have 
this legitimate need. We grew it in the Midwest and we had to put 
up some 47 hemp plants during the war because hemp from Manila 
had been shut off. Not much of it goes into the illicit traffic. Most 
of the marihuana, or nearly all of it, comes from Mexico. They 
me it in. There is a problem that is growing throughout the 
world, particularly in south Africa and in north Africa. There is 
not so much in the Far East. 

Canada does not seem to have much of a problem, but Mexico has 
a terrific problem. 

I do not know what we are going to do about marihuana, except 
just give them heavy penalties for trafficking. 

Mr. Gary. Is that an addicting drug? 

Dr. Anstincer. It is a habit-forming drug. It could be stopped 
within 24 hours, but with the addicting drug you have no control over 
it; you have no control over your body and the withdrawal takes 
quite a while. 

Mr. Gary. What about the betel nut ? 

Dr. Anstrncer. We do not get into that. There is no problem here. 
There is some problem in the Near East and the Middle East. There 
is also a new drug that has made its appearance called Khat, which 
is used in Yemen, the Somaliland, and it all comes from Ethiopia. It 
is a bad drug and the United Nations is trying to do something now to 
control that. Fortunately, it has not spread out of that area. 

Mr. Gary. You do not have any difficulty in treating a person for 
marihuana, as you do with heroin, then? 
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Dr. Anstincer. No. There are no addiction symptoms, no with- 
drawals. Some of them have been sent to Lexington, but I suppose 
mostly for psychiatric treatment. 

Mr. Gary. Does the use of marihuana tend to lead to the use of 
some of the other drugs? 

Dr. Anstincrr. Yes, sir. That is the beginning, especially in the 
New York and Los Angeles areas. They start on marihuana and get 
sort of a jaded appetite and want to get to something real. Well, they 
switch over to heroin, and that is when the trouble starts. 


ADDICTION AMONG “BEATNIKS” 


Mr. Conte. Mr. Chairman, if I may—I forgot to ask you this 
question : . 

I read in this morning’s paper, and you might have seen it, about 
the private detective in Los Angeles, who got in with the beatniks. It 
showed his picture shaving off his beard. 

I guess he picked up about 30 peddlers there. 

Dr. Anstincer. Yes; he did quite well. I think the same thing 
happened in Greenwich Village a couple of months ago where a New 
York City detective got into the beatniks’ lair. This fellow in Cali- 
fornia was a private businessman who said he could get into the 
beatniks, so the State hired him and he did quite a job with the 
beatniks in that area. 

Mr. Conte. Most of these beatniks are users, are they not? 

Dr. Anstrncer. Well, I think quite a lot of them are. We have had 
trouble with them. 


HABIT-FORMING QUALITIES OF TRANQUILIZERS 


Mr. Atexanper. Doctor, I believe you said last year that the ordi- 
nary tranquilizers that are on the market in the drug stores in this 
country were not habit forming. Do you still feel that way? 

Dr. Anstincer. Yes, I still feel they are not addiction forming. I 
think one measure of this is “What does the addict have on his person 
when you come to him?” 

He never has a tranquilizer. He says that that is a drug for the 
“yokels.” They do not use them. 

However, in the hospitals they have been using them to try to over- 
come withdrawals, but with not much success. 

Mr. Gary. They are using the tranquilizers now a great deal in the 
mental cases, particularly in extreme cases, as I understand. Does 
it have the effect of quieting the addict when he is going through this 
period of being taken off of it ? 

Dr. Anstincer. They have tried them with limited success. The 
addict would rather have some kind of a narcotic gradually to take 
a over this period, but certainly the tranquilizer has not cushioned 

m. 

I think the tranquilizer has done a tremendous amount of good 
throughout the country. We have discussed the tranquilizer at the 
United Nations, and I have opposed any kind of international control 
because there is no use taking control of something still in legitimate 
channels; however, we might have a look at it again. I pointed out, 
for instance, that in the insane institution in Jackson, Mich.—and this 
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is probably true all over the country—for the first time in history 
they had to buy cleaning rags, and the reason for that was that the 
patient does not tear his clothes any more and they have no supply of 
rags. Sometimes he wants tranquilizers when he feels he is going into 
a vicious stage. 

You do not see this vicious mental patient any more, because of the 
tranquilizers. 

Mr. Gary. They have practically done away with the straitjacket, 
and treatments of that kind, have they not, Doctor? 

Dr. Anstrncer. I think, Dr. Overholser at St. Elizabeths feels that 
his place is almost like a quiet hotel now. 

Mr. Gary. Thank you, Doctor, for a very interesting discussion, as 
always. Your Department certainly has the absolute backing and 
support of every member of this committee. We know that you are 
doing one of the most important jobs in the country now, and we 
want. to help you in every way we can. 

Dr. Anstincer. We certainly appreciate your assistance, Mr. 
Chairman, because it has just been wonderful. 

Mr. Gary. The committee will adjourn until 10 o’clock tomorrow 
morning. 


WEDNESDAY, JANUARY 27, 1960. 


BUREAU OF ACCOUNTS 
SALARIES AND EXPENSES 
WITNESSES 


ROBERT W. MAXWELL, COMMISSIONER OF ACCOUNTS 
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JULIAN F. CANNON, CHIEF DISBURSING OFFICER 
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JOHN H. HENRIKSEN, ASSISTANT COMMISSIONER FOR ADMINIS- 
TRATION 

Cc. 0. BRYANT, ASSISTANT CHIEF DISBURSING OFFICER 


Program and financing 




















1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1. Processing deposits of withheld tax payments---------- $1, 219, 010 $1, 272, 539 $1, 360, 798 
2. Financial reporting and maintenance of the Govern- 
Sp eee 1, 528, 172 1, 565, 583 1, 579, 174 
3. Accounting and reporting development and internal 
MOMS cn at a cusuraremasndamedanawasavesnvubiramsuccs 209, 914 216, 198 218, 304 
4. Processing investments, loans, claims, collections, and 
de. See ee ES ar aes 183, 073 182, 997 184, 889° 
5. Supervision of the Federal Depositary System - --.-..--- 166, 583 162, 787 164, 916 
G, UG CN a wo oivenncnnctinencnactondensnatacnes 105, 687 88, 896 89, 919 
I ee i seenesuastucnekaenes 3, 412, 439 3, 489, 000 3, 598, 000° 
7. Relation of costs to obligations: Obligations incurred for 
DUNT e CEE FONG, TI a a oniccis aici cccecddcncnacncccsc GRP Renanckddcdansdbcnadnadeauiais 
Total program (obligations) -........-.---.-.--.--.- 3, 414, 102 3, 489, 000 3, 598, 000- 
Financing: 
1959 appropriation available in 1958__._._..-..-...---.---- GI i cnincankinaddlesawsnsecanmas 
Unobligated balance no longer available--_-........-.--.- DO ickicdccccsnncdbsdaeimisbadens 
Appropriation (new obligational authority) _........-... 3, 447, 000 3, 489, 000 3, 598, 000" 
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Object classification 




































1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions__...........-..-.------- 337 335 334 
Average number of all employees. -_............--.-..-------- 330 329 328 
Number of employees at end of year. .............-.---------- 325 329 328 
Average 25 grede and slay... ...... 2.055 0oo enous 5-22 se. 6.3 $5,713 | 6.4 $5,753 | 6.4 $5,791 
01 Personal services: 

PES OUNE 6 aise snsniadennccenacesene $1, 878, 755 $1, 890, 034 $1, 899, 847 

ROR IE IDOI 0 Siig ceccnniincnwnecsecunsinnes 15, 635 17, 633 10, 
ODE OTANI DIIWIONE 5 8 ns caste ccnc dessus 1, 894, 390 1, 907, 667 1, 910, 480 
a ia cin sas tech sitenitcidlerschiamarinm bernie ashopesied 4, 842 5, 000 5, 000 
ie) TIE. A. cscunbecswabennuaecnmonas 1, 295 7, 000 7, 000 
EN ene 22, 363 23, 400 23, 400 
ee Eee 47, 839 45, 400 45, 400 
06 Printing and reproduction..-.............---------------- 99, 247 88, 713 99, 300 
GF Otter opmtractual servioss................................. 16, 17, 35, 000 
Services performed by Federal Reserve banks_.._._._- 1, 149, 294 1, 217, 000 1, 288, 350 
ee OE  ccecneiescanawsaanscsawane 43, 37, 570 43, 820 
ee nk reisinieneasaciones 18, 083 16, 500 16, 500 
11 Grants, subsidies, and contributions___.........._- 120, 522 , 500 123, 500 
13 Refunds, awards, and indemnities ee ee 
15 Taxes and assessments._.....----- 235 250 250 
1959 program obligated in 1958____.....- Wh Eke henricdedeelenanwenandinnan 
I ID srnkicd bide Sondsaciindsassccccwessxade 3, 414, 102 3, 489, 000 3, 598, 000 





Mr. Gary. The committee will please come to order. 
We will consider this morning the request for the Bureau of 


Accounts. 


The appropriation for the Bureau of Accounts for 1960 was $3,- 
464,000. There was, in addition, a $25,000 appropriation in the Sup- 


plemental Appropriation Act of 1960. 


The estimate for 1961 is $3,598, 000, an increase of $134,000 over 
the original 1960 appropriation and an increase of $109,000 over the 


appropriation plus the supplemental. 


JUSTIFICATION MATERIAL 


We will insert at this point in the record pages 1 through 3 of the 


justifications. 
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(The information referred to follows :) 


SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 
Analysis of appropriation base for fiscal year 1961 


Regular appropriation, 1960 act. $3, 464, 000 
Supplemental appropriation for 1960 25, 000 











Total appropriation, 1960 8, 489, 000 
Reductions: 
Activity No. 1. Processing deposits of withheld taxes_____- $28 
Activity No. 2. Financial reporting and maintenance of the 
Government’s central accounts 4, 809 
Activity No. 3. Accounting and reporting development and 
internal audit_____- 
Activity No. 4. Processing investments, loans, claims, col- 
























































lections, and surety bonds__-_--- 621 
Activity No. 5. Supervision of the Federal depositary sys- 
tem__-- 556 
Activity No. 6. Executive direction = 290 
| Sa ae a a Se eT a 7, 000 
Adjustment in base (net) —7, 000 
Appropriation base for 1961 sania enact able eed ete 3, 482, 000 
Increase over appropriation base for 1961_ as 116, 000 
Appropriation estimate for 1961 3, 598, 000 
Increase or decrease from total appropriation, 1960 +109, 000 
Comparison of appropriation base with appropriation estimate for 1961 
Appropriation base Appropriation esti- | Increase or decrease 
for 1961 mate for 1961 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
1. Processing deposits of withheld 
tax Payments. ._............-.. 2.0 | $1,272, 511 20} OO 6 I........... $88, 287 
2. Financial reporting and mainte- 
nance of the Government’s 
central accounts_.............-. 243.4 | 1,560,774 28.4 1 2,070, 870 1.20..-50s0e 18, 400 
3. Accounting and reporting devel- 
opment and internal audit_____ 20.4 215, 502 20. 4 918, 906 ha20<esdtue 2, 802 
4. Processing investments, loans, 
claims, collections, and surety 
Me cCOscaucadebiuexdboauccns 28.8 182, 376 28.8 EE 2, 513 
5. Supervision of the Federal de- 
ee 24.3 162, 231 24.3 Oo) ee 2, 685 
6. Executive direction --........-..- 9.1 88, 606 9.1 4 | ee 1,313 
Increase over appropriation 
PORES ele SAE ete 328.0 | 3,482,000 328.0 | 3,598,000 |......---. 116, 000 
Adjustment in base (net)_......---- +1.0 WLP [occsesunculseaincaesnes —1.0 —7, 000 
Total, appropriation 1960 and ; 
appropriation estimate for 
Ee 329.0 | 3,489,000 328.0 | 3, 598,000 —1.0 109, 000 























BuREAU OF ACCOUNTS—SALARIES AND EXPENSES 
GENERAL STATEMENT 


No major changes are anticipated in the functions performed by the Bureau 
of Accounts during fiscal years 1960 and 1961. These functions which are 
varied and complex include: (1) Control of appropriations made by Congress 
to the various departments and establishments; (2) maintenance of the central 
accounts of the Government relating to appropriations and receipts, expenditures 
and related cash assets and liabilities; (3) preparation of monthly and annual 
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financial reports to the Congress such as reports of receipts, appropriations, and 
expenditures of the Government, and the Secretary’s annual report; (4) per- 
formance of the disbursing function for the civil establishments of the executive 
branch of the Government except postal service, U.S. marshals and certain Gov- 
ernment corporations; (5) issuance of U.S. savings bonds to Federal employees 
under the payroll savings plan; (6) handling the details relating to the designa- 
tion of the supervision of the Federal depositary system; (7) administration 
of the Government Losses in Shipment Act; (8) approval of surety bonds and 
determination of underwriting qualifications of insurance companies authorized 
to do surety business with the U.S. Government; (9) handling investments of 
various trust and other funds for which the Secretary of the Treasury is re- 
sponsible ; (10) administration of Treasury accounting development and improve- 
ment of Treasury reports and participation in improvement of overall account- 
ing, and reporting procedures for the entire Government service under joint 
accounting program; (11) development of regulations for the administration of 
internal auditing for the Treasury Departmnet; (12) audit of various trust and 
deposit fund accounts; (13) accounting, billing, and collecting for lend-lease 
articles transferred and surplus property sold to foreign governments; (14) ac- 
counting for and reporting on foreign currencies acquired by the Treasury; 
(15) payment of international claims; (16) handling certain claims and judg- 
ments against the U.S. Government and the payment of private relief acts; 
(17) maintenance of records relating to authority of Government corporations 
and agencies to borrow from the Treasury, and loans made to such agencies; 
and (18) liquidation of the residual fiscal affairs of certain agencies and com- 
missions placed in liquidation. 


EXPLANATION OF LANGUAGE CHANGES 


No changes in the appropriation language for the Bureau of Accounts will be 
necessary for the fiscal year 1961. 


Analysis of appropriation base 

















Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+-) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 
1. Processing deposits of withheld 
OES EEE 2.0 | $1, 272, 539 Yt Se? (eameercey —$28 
2. Financial reporting and mainte- 
nance of the Government’s cen- 
LL ae 244.4 | 1,565, 583 Re ene 1-1.0 —4, 809 
3. Accounting and reporting devel- 
opment and internal audit ----- 20.4 216, 198 Se enen eran, (END ee —696 
4. Processing investments, loans, 
claims, collections, and surety 
ene eta ae cies 28.8 182, 997 | Se! eee —621 
§. Supervision of the Federal de- 
oe 24.3 162, 787 {ee Leen —556 
6. Executive direction. ----...-..--- 9.1 88, 896 ND Nekcd awtieniseniell eaaniaem ite —290 
BE iteseninaiaexcabnavesces 329.0 | 3,489, 000 REO Lenecicsconee —1.0 —7, 000 




















1 Reduction of 1 position in the base is the equivalent of within-grade promotions cost being absorbed. 
NET CHANGE IN BASE 


The base for fiscal year 1961 has been reduced as follows: Federal employees 
are paid one twenty-sixth of their annual salary rate biweekly which amounts to 
260 days per year. In the fiscal year 1960, funds for the period of 262 days were 
included in the appropriation since that year involved the leap year. However, 
in the fiscal year 1961 Federal employees will only be entitled to pay for 261 days 
resulting in a reduction of base in the amount of $7,000. 


Mr. Gary. We have before us to justify this appropriation this 
morning Mr. Robert W. Maxwell, Commissioner of Roosinda. 


Mr. Maxwell, we are very glad to have you with us today. 
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Mr. Maxweuu. Thank you, Mr. Chairman. 
Mr. Gary. We will hear from you at this time. 


GENERAL STATEMENT 


Mr. Maxweti. Mr. Chairman and members of the committee, I 
would like first to give a general summary of the estimates of the 
Bureau of Accounts. The activities and functions of the Bureau are 
the same as when I appeared before you gentlemen last year. 

Our estimates for 1961 are based upon a continuation of these ac- 
tivities and functions. 

As you gentlemen know, funds to cover the expenses of two of these 
activities, that is, the processing of payments and the issuance of 
savings bonds, are appropriated in a separate appropriation, “Salaries 
and expenses, Division of Disbursement.” 


INCREASES REQUESTED 


For this appropriation we are requesting $23,482,000 for 1961—an 
increase of $1,482,000 over the appropriation for the past fiscal year, 
I should say—the current fiscal year. Included in this increase is 
$1,086,748 required because of an increase in the work volume, of 
which $560,976 is payable to the Post Office Department for postage, 
$409,516 is for the cost of conversion to electronic data processing 
equipment for processing veterans’ checks, and the balance covers 
equipment and additional costs because of employees’ health insurance. 

The Chief Disbursing Officer, Mr. Cannon, who has supervision over 
the Division of Disbursement, is available to furnish the details sup- 
porting this request. 

The Bureau also has a request for $100,000 to cover estimated addi- 
tional charges to the Government losses in shipment revolving fund. 
No funds were requested nor yf ee for the current fiscal year— 
the last request was made in the estimates for the fiscal year 1959, 
when $50,000 was transferred from the account “Unclaimed partial 
payments on U.S. savings bonds.” We feel that, based upon the rate 
of current charges with an allowance for any large unforeseen items, 
we should have a transfer of $100,000 for the cal year 1961. 

The remaining appropriation—for “Salaries and expenses, Bureau 
of Accounts”—covers the costs of operations for the other activities of 
the Bureau, which are presented in the budget under six categories, 
as follows: 

1. Processing of deposits of withheld taxpayments; 

2. Financial reporting and maintenance of the Government’s 
central accounts; 

3. Accounting and reporting developments and internal audit; 

4, Processing of investments, loans, claims, collections, and 
surety bonds; 

5. Supervision of the Federal depositary system; 

6. Executive direction. 

For this appropriation we are requesting, as you stated, Mr. Chair- 
man, $3,598,000, an increase of $109,000 over the funds available for 


$ 
the fiscal year 1960. About three-fourths of this increase is required 
to cover an increased unit cost and an increased volume of depositary 
receipts to be processed. 
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PROSPECTS FOR SAVING 





In the estimates for both appropriations covering the administra- 
tive expenses of the Bureau, we have given effect to anticipated sav- 
ings accruing from changes in procedures and the installation of 
labor-saving equipment. The prospects for savings, of course, are 
greater where the volume is large and the application of high-speed 
equipment is feasible. This is the situation with respect to the prepa- 
ration of checks by the Division of Disbursement where plans as you 
gentlemen know, are underway to further utilize electronic equip- 
ment, for making repetitive payments, which should result in a con- 
siderable ultimate savings. Savings for the Division amounted to 
nearly $600,000 in the fiscal year 1959. 

A study made of the feasibility of using electronic equipment for 
our Division of Central Accounts came up with a negative answer, 
insofar as equipment now available is concerned. However, there 
may be available within 2 years new equipment which might change 
our conclusion on this point. Also, we are studying the recommen- 
dations made by an outside accounting firm employed by the Bureau 
of the Budget, to study the central accounting and reporting pro- 
cedures. Our systems staff and division heads are constantly at- 
tempting to find improvements in the ways to perform the Bureau’s 
operations or to take care of increased volume without additional 
expense to the Government. The Federal Reserve banks also have 
been able to keep costs to a minimum. In this connection it might 
be pointed out that the rate of reimbursement to the Federal Reserve 
banks for processing depositary receipts was reduced by the banks in 
June of 1959, retroactive to the beginning of the fiscal year. As a 
consequence, there was returned to the Treasury as unobligated from 
the appropriation “Salaries and expenses, Bureau of Accounts, 1959,” 
a savings of $27,000 of which $20,000 was due to this reduced rate. 

I believe this covers the general situation in the Bureau of Ac- 
counts and, if you wish, I will proceed with more details as to the 
appropriation “Salaries and Expenses, Bureau of Accounts.” 


SALARIES AND EXPENSES, 1960 


With respect to this appropriation, which covers the six functions 
previously mentioned, the amount initially appropriated for the 
fiscal year 1960 was $3,464,000. A supplemental request for $35,000 
was approved in the amount. of $25,000 to cover the increase in the 
number of depositary receipts to be processed. 

We have retained in our 1960 budget program the cost of reimburs- 
ing Federal Reserve banks for processing practically the entire 
volume originally estimated for the supplement since the current work- 
load sustains these figures. To do this, we have had to reduce the 
estimated amount for printing and for supplies covering purchases 
of envelopes and depositary receipt forms below normal (thus re- 
ducing our inventory), and the estimates for other objects of expendi- 
ture. In addition to these changes, we have had to increase the 
estimated cost of travel and transportation of things for 1960 since 
we now anticipate additional expense for transferring employees 
and their household effects from the regional offices being closed this 
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year. Because of these additional requirements we have had to make 
minor changes in our object classifications in the 1960 budget as pre- 
sented to you last year. However, as far as we can now anticipate, 
we will not request any further supplements for 1960. 


INCREASES REQUIRED FOR 1961 UNDER SALARIES AND EXPENSES 


The increased requirements for 1961 arise from : 
(1) The normal increase in the volume of depositary receipts to be 
rocessed ; 
(2) The Government’s share of the employees health benefit pro- 
gram under the Employees’ Health Act of 1959; and 
(3) To pay within-grade salary advances required to be paid 
employees. 


PROCESSING DEPOSITS OF WITHHELD TAXPAYMENTS 


Nearly 38 percent of the total of this appropriation, or $1,360,798 
is required to cover the expenses of processing depositary receipts. 
Of this amount, approximately $720,000 is charged to the budget 
while the balance is reimbursed from the Federal old-age and sur- 
vivors insurance trust fund, and the Federal disability insurance trust 
fund. These reimbursements are credited to the general fund of the 
Treasury, and are not deposited into the Bureau of Accounts appro- 
priation. 

Internal Revenue Service regulations provide that where the total 
amount of tax withheld by a single employer amounts to $100 or more 
each month, such amounts must be deposited into the Treasury within 
15 days following the close of the month, either through a commercial 
bank or directly to a Federal Reserve bank, for which the depositor 
is given a validated depositary receipt. The Federal Reserve banks 
act as our agents in issuing and validating receipts covering the pay- 
ments and auditing the amounts of the receipts cleared throughout the 
Internal Revenue Service. The Federal Reserve banks are reimbursed 
for their expenses of this operation at a specified rate for each de- 
positary receipt. The rate for the fiscal year 1961 is 12.27 cents, which 
includes 4 cents postage compared with 12.17 cents for the current 
year, or an increase of one-tenth of a cent. 

The volume of depositary receipts processed is affected by many 
factors over which we have no control. Based on the actual volume 
for the first part of the fiscal year 1960, we feel that the increase of 
$88,287 to process the additional volume, together with the slight in- 
crease in unit cost, and a small amount for employees’ health insur- 
ance, isa very conservative estimate for 1961. 

Mr. Chairman, if you have no objection, I would like to insert in 
the record a table including current figures, similar to the one ex- 
hibited in prior years. 

Mr. Gary. Without objection, it is so ordered. 
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(The table referred to follows :) 


Original estimates of volume of depositary receipts compared with actual, 1953-59 





Number of depositary receipts 























Fiscal year Original Original estimate 
budget esti- Number under actual 
mates to actually 
Congress processed 
Number | Percent 
Actual 
Dd tekidintoupnbetbossounsapberabinsnaisnanse 4, 800, 000 5, 612, 299 812, 299 16.9 
DE ee cieiasudaaecuneannmedsgrins Avexueyeng 5, 750, 000 6, 137, 991 387, 991 6.7 
SACRE REE SE ee 6, 350, 000 6, 981, 028 631, 028 9.9 
PAL kelsink tdibibeapceipn cdhbibbeeeehpeeagiine 6, 225, 000 8, 338,512 | 2,113,512 34.0 
| ek Oa a EE STR AH 7, 800, 000 8, 837, 086 1, 037, 086 13.3 
DA cides ities baph wk ioe insides pe Were ons os bs techn tr 8, 600, 000 9, 173, 613 573, 613 6.7 
Oe se inci ceescenen ies mikieheos 9, 200, 000 9, 577, 446 377, 446 4.1 
eae picbnkchiedpangerinnpeccaeendn 6, 960, 714 7, 808, 282 847, 568 12.2 
Estimated: 
Oech cae eae ele ita anic avin d main aiapieben eee 9, 610, 000 10, 000, 000 390, 000 4.1 
BE ni sonsanbekcaeeann ab bhebotnlédecnsiae 10, 500, 000 FO Daina iodencewdligagekhwaus 








1 Supplemental appropriation required. 


It will be seen from this table that our estimates in the last few 
years are somewhat nearer to the actual, and we believe those for 
1961 are reasonably close. The additional volume for 1961 will be 
about 5 percent over the actual for 1960, which is in agreement with 
the trend for the past few years. At this point, Mr. Chairman, I 
would like to mention that this table was prepared early in the fiscal 
year and based on the information we had at that time, so our estimates 
were shown at 10 million items for 1960. However, on the basis 
of the figures we have received through December, we anticipate we 
are going to have 10,050,000 items or an increase of 440,000 over our 
original estimate, which would mean that we had underestimated the 
volume for this year by 4.6 percent instead of 4.1 percent. Maybe we 
are not doing so well as we thought. 

We have shown this trend in a chart, which, Mr. Chairman, I would 
also like to insert in the record, if you have no objection. 

This chart shows the number of depositary receipts in the top half 
and the withheld taxes in dollars in the bottom section. The estimated 
amounts are shown by dotted lines and the solid lines represent the 
actual figures through the first of the year. 

Mr. Gary. That will be inserted in the record at this point, without 
objection. 

(The chart referred to follows:) 
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FINANCIAL REPORTING AND CENTRAL ACCOUNTS 


Mr. Maxwett. The next activity is “Financial reporting and main- 
tenance of the Government’s central accounts.” 

About 44 percent of the appropriation “Salaries and expenses, 
Bureau of Accounts” is expended for this function, which involves 
the maintenance of the Government’s central accounts and the com- 
pilation of related financial reports. During the current fiscal year, 
the Veterans’ Administration plans to consolidate the accounts and 
statistical work for disability and death benefits at a central location 
in Chicago. This will result in the closing of several regional account- 
ing offices and the Veterans’ workload will be transferred to the central 
location. The remaining workload will be transferred to the offices 
remaining open. It is expected that there will be a small reduction 
in the volume of accounting items as a result of this change; however, 
this small reduction in work volume will be more than offset by an 
increase in other accounting work as a result of Public Law 86-341, 
approved September 21, 1959, which authorized additional funds to 
cover agreements for the disposition of agricultural surplus commodi- 
ties abroad. 

Whether the recommendations made by the firm of accountants 
previously mentioned would improve procedures or result in econo- 
mies is not known at this time. This study stems from the Hoover 
Commission’s recommendation No. 20, that the Bureau of the Budget 
and the General Accounting Office study the central accounts to ascer- 
tain whether there was any duplication in Treasury and Agency ac- 
counts that could be eliminated. The firm of Touche, Niven, edley & 
Smart were awarded the contract to make this study. Their report 
confirmed the position of the Treasury that we need accounting data 
(whether called Accounts is not significant) to compile the financial 
statements of the Government. There were several recommendations 
collateral to the main purpose, some of which will need legislation 
to be given effect. Their main recommendation related to the use by 
the Treasury of monthly summary statements by appropriations or 
receipt classifications, to be prepared by each agency to up-date the 
Treasury’s accounting data in lieu of maintaining accounts in Treas- 
ury’s regional offices by these classifications. We plan to test the 
basis of their recommendations to ascertain whether they are work- 
able. If so, we would probably develop the detailed procedures for 
placing them into effect some time in the fiscal year 1961. Conver- 
sion costs would offset any savings in that year and, consequently, 
our estimates for 1961 are substantially on the same basis as for the 
current year. 


ACCOUNTING AND REPORTING DEVELOPMENT AND INTERNAL AUDIT 


The next activity is “Accounting and reporting development and 
internal audit.” 

With regard to the major part of this activity, the first relates to 
the Accounting Systems Division, which : 

(1) Provides technical assistance and guidance to bureaus and 
offices of the Treasury Department for the purpose of improving ac- 
counting procedures or practices ; 
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(2) Advises and counsels bureaus and offices in the solution of 
particular accounting and financial reporting problems; 

(3) Collaborates with bureaus in effecting major revisions of their 
accounting systems; 

(4) Reviews new and revised accounting manuals and forms of 
Treasury bureaus preliminary to submission to the General Account- 
ing Office; 

45) Works with Treasury bureaus in developing integration of 
their accounting with the cash accounting operations of the “Treasury ; 

(6) Prepares Treasury circulars and other department directives 
“ all Government agencies; Federal Reserve banks and so on: coy- 

a wide range of fiscal matters; 

onan Collaborates with staff of the Bureau of the Budget, the Gen- 
eral Accounting Office, the General Services Administration, the De- 
partment of Defense and other agencies in the development of regu- 
lations, standards and guidelines relating to areas of mutual interest ; 

(8) Provides staff assistance to Treasury representatives on the 
steering committee for the joint accounting improvement program; 
and 

(9) Provides staff assistance to the Commissioner and the Office 
of the Fiscal Assistant Secretary on a wide variety of accounting 
and fiscal matters. 

The second major function of this activity relates to the internal 
audit required by the Budget of Accounting Procedures Act of 1950. 
The Bureau has a dual responsibility in this regard, namely: 

(1) The internal audit of the Bureau of Accounts’ operations and 
activities; and 

(2) The coordination for the Secretary of the Treasury of the in- 
ternal audit program in the several Bureaus of the Department. The 
audit staff also performs for the Secretary the annual appraisal of 
the assets and liabilities of the Commodity Credit Corporation, re- 
quired by the act of March 8, 1938. Commencing with the fiscal year 
1959, the Bureau of Accounts was made responsible for the audit of 
unissued stocks of Federal Reserve notes maintained in the vaults at 
the Bureau of Engraving and Printing and the Fort Knox depository 
under joint custody of the Comptroller of the Currency and the 
Treasurer of the United States. This function was transferred from 
the Office of the Comptroller of the Currency by Treasury Depart- 
ment Order No. 174, amendment No. 1, dated October 10, 1958. The 
frequency or intensity of our audit coverage, of course, "depends on 
the size of the staff available. We have seven accountants, mostly 
certified public accountants, who do this work. 


INVESTMENTS, LOANS, CLAIMS, COLLECTIONS, AND SURETY BONDS 


The next item to be taken up is “Processing of investments, loans, 
claims, collections, and surety bonds.” 

This activity covers a wide variety of functions performed primarily 
in the Investments Branch and the Surety Bond Branch and, to a 
limited extent, in the Deposits Branch. While the activities are es- 
sential, they do not individually involve substantial staffing since 
the force handling these functions numbers only 28.8, that is, man- 
years, which includes the pro rata share of the Administrative Di- 
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vision’s employees. Some of the more important functions are the 
investment of Government trust and other funds, the processing of 
loans to Government agencies; the accounting, billing, and collecting 
for lend-lease, surplus property, and other loans to foreign govern- 
ments; the handling of deposit fund accounts for the Secretary of 
the Treasury; the supervision and control of surety bonding for the 
Government; the payment of awards on account of international 
claims; and the handling of claims under the Government Losses in 
Shipment Act. 


SUPERVISION OF THE FEDERAL DEPOSITARY SYSTEM 


This activity involves the designation of banks and other financial 
institutions as depositaries throughout the United States and in for- 
eign countries, the supervision of the depositary functions performed, 
and the offsetting of the costs incurred by the depositaries. The de- 
positaries provide a wide variety of essential services to the Govern- 
ment, including receipt of deposits from Government officers, furnish- 
ing of cash for payrolls, furnishing drafts to facilitate transmission 
of funds, maintenance of checking accounts for Government agencies, 
the charging of Government checks to the account of the Treasurer of 
the United States, the maintenance of State unemployment compensa- 
tion commission benefit payment and clearing accounts, and the opera- 
tion of limited banking facilities at military posts throughout the 
world. As an offset for the expenses incurred by the depositaries in 
handling Government business, the Treasury maintains balances with 
such depositaries in relation to the volume and character of services 
rendered the Government. In order to insure equitable relationships, 
the balances must continually be reviewed. The adequacy of the — 
and frequency of the reviews is, of course, dependent on the number 
of employees available. The Deposits Branch, which performs 
this function, has an average of 24.3 employees, which includes the 
pro rata share of employees of the Administrative Division. 


EXECUTIVE DIRECTION 


The last activity under this appropriation covers the general direc- 
tion of the Bureau’s operations, and includes the direction of activ- 
ities paid from other appropriations, such as the appropriation for the 
Division of Disbursement. It also includes the review of pending 
legislation involving accounting and fiscal matters and the prepara- 
tion of reports on proposed legislation to the Bureau of the Budget, 
congressional committees, and others concerned. 

The above summarizes the situation with respect to this appro- 
priation. We feel that the amounts requested are necessary to con- 
tinue the activities of the Bureau chargeable to this appropriation. 

I appreciate the opportunity to appear once again before your com- 
mittee in the justification of our estimates, Mr. Chairman, and I will 
be glad to answer any questions which you gentlemen may have. 


INCREASES REQUESTED FOR 1961 


Mr. Gary. Will you state specifically just what items make up the 
$109,000 additional that you are asking for in 1961 ? 
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Mr. Maxwe .. Yes sir. I can give you a summary of that. 

We have in the increase $71,350 for the reimbursement to Federal 
Reserve banks. The increased amount includes a difference in the 
unit costs and an increased volume. 

Mr. Gary. How much is due to the increase in the unit cost and 
how much to the increased volume? 

Mr. Maxwetu. The increase in unit cost is $10,000 and the increase 
in volume is $61,350. 

Mr. Gary. Is that because of the change in the amount which you 
agreed to pay the Federal Reserve banks for that service? 

Mr. Maxwetu. That is correct. The estimated amount is based upon 
an increase in unit cost from 12.17 to 12.27 cents. 

In addition, we have for that activity $16,837 for printing of the 
depository receipts, because of increased volume, wel the envelopes 
for mailing. Those are the main items for the increase under this 
appropriation activity. 

We also have $18,000 for the health program, which is based on the 
formula or the standards which the Budget Bureau furnished to each 
of the departments for use in making their estimates. 

We also have in this increase $9,813 for within-grade promotions— 
that is, automatic promotions—making a total of $116,000, 

Now, as an offset against that we have a $7,000 credit, which is due 
to the fact we have one less working day in fiscal year 1961 over 1960 
making a net figure of $109,000. 


PERSONNEL SAVINGS 


Mr. Gary. Do you anticipate any increase in personnel in 1961? 

Mr. Maxwewu. No, Mr. Chairman. In fact, we expect to reduce 
personnel by one employee. We expect to have some savings from 
this moving of the work to Chicago, but the other employees which 
we expect to save, we anticipate we will need to handle the increase in 
foreign currency work which I mentioned earlier. It may be that in 
the shakedown we will have two or three more employees to shift to 
that currency work. That does not show up in the budget, since it 
is all in the same activity. 


TRANSPORTATION OF THINGS 


Mr. Gary. Under “Transportation of things,” your estimates jump 
from $1,295 in 1959 to a $7,000 estimate in 1960. Why is that? 

Mr. Maxwe.t. That is a revision of our original estimate. That 
is due to the closing of the regional offices where the accounting work 
is being done. Some of the accounting staff, who are paid from this 
appropriation, will incur reimbursable expense for the transportation 
of their household goods. We think we may have to have more than 
the additional $5,700 in 1960 and in 1961 for this purpose, but that is 
the figure we put in at the moment. The “Transportation of things” 
is only for the household goods where we move from one office to 
another. 

As you undoubtedly know, we have an accounting staff, or an ac- 
counting group in each of our field offices who maintain the accounting 
records for the appropriations and obtain information for our central 
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accounts. All such staff in each of our regional offices is paid from 
this appropriation and they will be affected by this move to Chicago. 


CLOSING OF REGIONAL OFFICES 


Mr. Gary. You mean, in consolidating your accounts in Chicago, 
you are moving your employees there from the regional offices ? 

Mr. Maxwetu. Some of them. 

Mr. Gary. And this is to take care of the transportation of their 
household goods to Chicago? 

Mr. Maxwe tu. That is correct. 

Mr. Gary. Will that continue on? I notice that you estimate the 
same expenditures for 1961. Will that carry over into 1961? 

Mr. Maxwet. Yes, sir. You see, two of the offices will close at the 
end of June and there will be at least two other offices—will there not, 
Mr. Cannon ?—in 1961, that will be closed. 

Mr. Cannon. There will be one office that will be closed in 1961— 
Minneapolis. 

Mr. Maxwetu. Yes; one on July 31, the Minneapolis office. At- 
lanta and Richmond are scheduled for June 30, which means that the 
expense for moving will come within the next fiscal year. That, in 
effect, means the transportation costs for employees in three offices 
to be closed will fall in this fiscal year and three the next fiscal year. 
That is the best estimate we can make at this time. 

Mr. Gary. How many personnel do you estimate you can save by 
this consolidation in Chicago? , 

Mr. Maxwe.u. Well, we have estimated three to four employees. 
That is the best estimate at this time. 

In the transition period we probably will not save anything, be- 
cause we have the matter of moving to a new area and new procedures, 
but after the shakedown is completed, we think the savings will be 
three or four employees. 

Mr. Gary. Out of how many ? 

Mr. Maxwe tt. I believe there are 29 employees on accounting work 
who are, of course, exclusive of those in the Division of Disbursements, 
who will be transferred and are paid from another appropriation. 


HANDLING OF FOREIGN CURRENCY HELD BY THE UNITED STATES 


Mr. Gary. And those that you save now you estimate you will have 
to use in other activities ? 

Mr. Maxwett. That is right. Primarily in the foreign currency 
work, which is in our Central Reports Division. 

That work arises largely on account of Public Law 86-341, which 
was approved September 21, 1959, and that provided in there, Mr. 
Chairman, beginning January—this month—$1,500 million authorized 
to enter into additional agreements for the disposal of surplus agri- 
cultural commodities. 

Of course, that means that all of the new agreements come to our 
Central Reports Division, where these records are kept, and all of 
these agreements are in addition to the old agreements, which means 
that we will have additional accounting. We maintain a record of 
the accounts, and also, when the currency is converted to dollars, we 
turn the proceeds over to the Commodity Credit Corporation for their 
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account, and we estimate it is going to take at least the three employees 
— save on the other side of the picture to perform this additional 
work. 

Mr. Gary. The Treasury is recommending closer checks on those 
foreign currencies. Is that going to cause any expansion in your 
department, to keep those records? 

Mr. Maxwetu. Well, it would be the same organization, the same 
group, and I think we will be able to do it with the people that we 
expect to pick up on the other side of this activity—that is, from the 
closing of our six field offices. We think it isa good thing. As a mat- 
ter of fact, we found in the past year that the controls on some of those 
allocations made were not too well kept overseas, either because of 
misunderstandings or some other reasons. 

Our job, of course, has enabled us to make a postaudit, and we dis- 
covered the differences and sent the information to the Budget Bureau. 

We believe there will be better accounting if the proposals are put 
into effect. 

Mr. Elson, who has charge of our foreign currency records, is here. 
He has been working with the Budget Bureau on that proposal and 
in be glad to give you the details, if you would like to have him do 
that. 

Mr. Gary. If you please. 

Mr. Exson. The Bureau of the Budget is now proposing that all 
foreign currencies for U.S. uses be appropriated by the Appropriations 
Committees in the House and Senate, so that the Congress will have 
better controls than they have had heretofore. 

That puts the Treasury Department in the same position as with 
the — appropriations, which, of course, gives us better accounting 
control. 

In the past, the various agencies have either gone to the Congress 
or gone to the Bureau of the Budget for their requests for allocations 
of these foreign currencies, and there has been an overlapping some- 
times of the requests with the result that there has sometimes not 
been the best utilization of our foreign currency resources. 

There are 17 appropriations that the President has proposed for 
consideration by the Congress. I have listed them here [indicating], 
but I do not think it is important to include them in the record. If 
you wish, I could. 

Mr. Gary. No. I donot think that is necessary. 

Mr. Exson. And that provides for a dollar appropriation to the 
agencies for a specific program. Those dollars will be deposited in 
the Treasury, for credit to the Commodity Credit Corporation, so that 
the overall budget picture will just show it as an offset but the dollar 
expenditures will be recorded and charged against the agencies that 
are carrying on these various programs. This is in addition to a few 
agencies who are now getting authorizations from the Congress, dollar- 
wise, to purchase some of these foreign currencies. 
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FOREIGN CURRENCIES HELD BY THE UNITED STATES 


Now, this committee in the past has been interested in the amount 
of foreign currencies that the Treasury Department has been holding, 
and, if you should desire, I should like to incorporate in the record 
what the picture is right now as to the holdings of the Treasury 
Department. We have approximately $1.5 billion equivalent of 
foreign currency as of June 30, 1959. 

Mr. Gary. You have a table showing the countries in which they 
are located ? 

Mr. Etson. Yes, sir. This is for June 30, 1959, or we do have a 
later table, as of September 30, whichever you prefer. Will June 30 
be all right. 

Mr. Gary. Yes. 

Mr. Exson. It shows the countries and agencies involved in the 
entire program. 

Mr. Gary. We will insert that in the record at this point, without 
objection. 

(The table referred to follows: ) 








Summary of receipts, withdrawals, and balances of foreign currencies acquired 
by the United States, without purchase with dollers, July 1, 1958 to June 30, 1959 


(Stated in equivalent U, S, dollar value) 
Balance held by Treasury Department, July 1, 1958 
Collections from: 
Development Loan Fund, Sec, 6, Title II, Mutual Security Act of 1954, 


QB OMENIOd...ccccccceccccccccccccccccesscececeeeeeesscesesseseveseeeeseee 
Military Assistance, Repayments of Principal, Sec, 103(c), Mutual Security 
Act of 1954, as nec atccemazeoane 
Sele of surplus egricultural commodities pursuant to: 

Section 402, Mutual Security Act of 1954 (68 Stat, 843; 22 USC 1922).,, 

Section 502{a), Mutual Security Act of 1954 (68 Stat. 849)....se.seeeee 

Title I, P.L, 480, Agricultural Trade Development and Assistance Act of 

1954, @s amended (68 Stat. 455; 7 USC 1704-5)...eceeeeees 

Collection of Principal and Interest on Loans, Section 505(b), Matual 

Security Act, as amended eeccceces eeececcccoes 

Commodity Credit Corporation | Charter het “(é Stat. 1072 
Informational media guarantee pursuant to Section 1011 of thi 
States Information and Education Act of 1948 (22 USC 1442) ..secccsccceses 
Informational media guarantee pursuant to Section 1011 of the United 
States Information and Education Act of 1948 (22 USC 1442) Interest 
RCCOUNE. ceecccccccccccrececceececees reese ese eeeeeeseeee esos seseeeseseees 
Foreign governments to be held in trust....scccscccscsece seeeseee 
Lend-lease and surplus property agreements (58 Stat, 7655 “60 Stat. 754) 000 
Intergovernmental defense agreements (66 Stat. be 319) -.rreresesreecsceecees 
Bilateral agreements 5% and 10% counterpart funds, Economic Cooperation 
Act of 1948, as amended (22 USC 1852)..... eves seeeees 
AL] other Bources....s.secscccccseseceees 




















Total Collections... cccccccccccccccccccccccsecesccssscesesecsesess 
Total available,..ccccccccccccvcccccccvcccccesccvcvecesesseeessees 
Withdrevele: 


Sold for dollars, proceeds credited to: 3/ 
Treasury receipt accounts and miscellaneous,.....sesccccccnccssescceces 
Commodity Credit Corporation capital fund as reimbursement for 
commodities sold for foreign currencies (62 Stat. 1072; 7 USC 1703)... 
United States Information Agency to reimburse the informational media 
guarantee fund (68 Stat, 862)......s005 





Total Bold for Gollars,...ccsccccesesscccccecsccsecesccsccesssesece 


Requisitioned for use without reimbursement to the Treasury pursuant to: 2/ 
Section 402, Mutual Security Act of 1954 (68 Stat, 843)...cccccccccvves 
Section 502{e), Mutual Security Act of 1954 (68 Stat. 8,9)......0s.c000 
Section 104, Public Law 480 (68 Stat. 456)...cssesecseceessccansececere 
Section 6, Title II, Mutual Security Act of 1954, a6 amended.....ssse0e 
Trust agreements, 
Other authority...... 








Total requisitioned without reimbursement,....cccsccsccscesesseses 

Total withdrawals,...ccccccccccessccsccccsesseccssecsceseseesesees 

Adjustment for rate differences 4/....cccccccccecccccccccccccccccscccescecees 

Balance held by Treasury Department, June 30, 1959. ..seccecccsvccccccncceccseces 
Analysis of belance held by Treasury Department, June 30, 1959: 


Proceeds for credit to miscellansous receipts...ccsccecescesccsecessessveseres 
Proceeds for credit to agency accounts: 




















Inf 1 media g funds...seee seeeeeee . 
Inf ional media ¢ funds, i . 
Cc Credit P capital funds....cccceces seecceces 
Held in trust...+.5.0.200+ o- eee eeeesecees 
For program use under Seo, 103(c), " Mutual “Security” hot of” 1954, as anended,.. 


For program p thoe he under Sec, 104, Title I, of Public Law 480.....sseeee 
Not yet programmed, Sec. 505(b), Mutual Security Act of 1954, as amended,.... 


, 4, ¥SHS, 7S4-IF 


4 390,088.10 
30,000, 000.00 
224094247, 42 
579, 663.43 
$36,867, 13029 
6,724 /70.45 
-SYALEL 
6,945, 199.2 
554 170,87 
44:879,778.77 
61 lod, Bed 
Y64SE 333,34 
19,97 $31.84 
1694 426.90 
1282, 554 361,19 
F 2,737 1d6,116.18 
150586,69479 
$3,331, SOS 
5247 996.47 
238 67/5631 
23. 44 847 2 
F774, 663. 
1seet ister 
I35G089,/0 
19874541, 
7938.98 
IS1YITOVR bod 
[190.864 20523 
~ 3.2426, 731,78 
6/4 1504615:178-97 
6490705713 
3425 586,43 
554,182.91 
2357), 993.64 
34 58,2585) 
36, 000,000.00 
1,355 83%, 9029.40 
6,729, 70.45 


Fd L514,615,1 78.47 
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Mr. Exson. The Bureau of Accounts is the center of this foreign 
currency program, and we have contacts with about 12 or 14 agencies 
who are utilizing these foreign currencies, in 82 countries throughout 
the world, from which the disbursing officers’ accounts are trans- 
mitted to us. We examine the documents, find out if there are any 
errors, have corrections made on the errors, and prepare all of the 
reports quarterly, monthly, and annually. It is an activity that is 
complex, particularly in the sense that we have so many exchange 
rates to deal with, and we anticipate our workload will go up ap- 
preciably. 

Mr. Maxwe u. Mr. Elson’s office will be assigned those additional 
employees to be transferred from Central Accounts. 

Mr. Gary. How much of that are you doing under the existing 
system, and what is the additional workload that would be required ? 

Mr. Exson. Well we are doing, of course, all of the present work. 
As Mr. Maxwell indicated, the authorization is going up from $1 
billion to $1.5 billion per annum for the new agreements and, in addi- 
tion to that, many loans have been made in the past that are now being 
repaid, so we are getting repayments on the original loans. 

here are approximately 29 sources of foreign currencies, and by 
“sources” I mean the various programs that generate foreign curren- 
cies, and approximately 28 spending programs, for which we have to 
maintain accounts. 

That has increased in the past year and it appears that it will in- 
crease rather than decrease, insofar as the utilization of this foreign 
currency is concerned. 

So, there would be approximately a 50 percent increase in our 
workload, as far as the agreements are concerned, because one of our 
jobs is to ascertain that the agreements with the foreign countries are 
being processed properly accountingwise. In other words, our job 
is to see that the currencies are coming in and at the proper exchange 
rates, 

We work very closely, of course, with the Department of Agricul- 
ture in this area and, as I say, the foreign currencies are being utilized 
by 12 to 14 agencies and we have to maintain contact with them, as 
well as with the Bureau of the Budget, so we are right in the middle 
of it, because we receive the currencies, transfer it to the agencies, or 
we sell them for dollars, and we prepare all the necessary reports. 

Mr. Gary. I am glad to see that the Treasury is going to exercise 
a greater control over foreign currencies. I personally feel we should 
make every effort possible to use foreign currencies wherever they 
can be used in the place of American dollars. However, they are 
assets and they ought not to be wasted. They should be under very 
close surveillance and the accounts should be carefully checked to see 
that they are being properly spent and that the Government is getting 
full value from them as well as its dollars. 

Mr. Etson. Mr. Chairman, may I interject one point: The dollars 
we are spending for our activities abroad, that is where agencies 
have had to go out on the market where Treasury does not have the 
currencies, last year, amounted to $1.7 billion, so an appreciable 
amount is involved in the purchase of foreign currencies. I thought 
that the record ought to show that. 

Mr. Gary. Thank you. 
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Now, Mr. Maxwell, as I understand it, if any agency has the oppor- 
tunity to use foreign currency in its overseas activities, under the new 
plan, the Congress will appropriate the dollars to that agency, which 
will use the dollars to purchase the foreign currency from the Treas- 
ury, and use the foreign currency in its activities ? 

Mr. Maxwetu. That is my understanding, and also the dollar pro- 
ceeds from the foreign currencies charged to the appropriation would 
be credited in miscellaneous receipts, unless, of course, the money be- 
longed to a revolving fund like Agriculture’s Commodity Credit 
Corporation. 

Mr. Gary. Will the agency itself handle the accounts on that or 
will your Bureau handle the accounts ? 

Mr. Maxwe tu. As I understand—the plan is several pages long 
here—but my understanding is we will keep the records of the foreign 
currencies which are available for sale, and when any Government 
agency needs those funds, we will then go through the process of 
furnishing them with the currencies, to the overseas stations, wherever 
they need it, and charge the appropriation in equivalent dollars for 
the amount which they request. Then the dollar proceeds, derived 
from such charge will be either credited to a receipt account or to 
whichever revolving account the foreign currency comes from. 

Of course, the agency must keep an administrative appropriation 
account just like we would keep for our own dollar appropriations to 
the Bureau of Accounts. They would have to keep such records in 
order to stay within the limits of that dollar appropriation. 

Mr. Exson. We do keep the agency—Public Law 480—accounts as 
well, Mr. Chairman—we have to, in order to get our reports out on 
time. We do that in a very summary fashion, by getting a copy of 
the accounts current, from the 82 disbursing officers, and in order to 
get the reports out on time we utilize them by just posting the total 
transactions so that we know the status of the foreign currency 
accounts that the agencies have responsibility for. 


RATE OF REIMBURSMENT TO FEDERAL RESERVE BANKS 


Mr. Gary. How is the rate of reimbursement to the Federal Reserve 
banks determined ? 

Mr. Maxwetu. The amount is based on cost to the banks, Mr. Chair- 
man. The Federal Reserve bank, at the beginning of the year, does 
just like we do. We ask them for their estimated cost for handling 
0 depositary receipts during the year, and they give us their best 

gure. 

The costs between the various banks will differ. Some costs per 
bank will be higher than others, but they give us a uniform cost rate 
that covers the whole system. 

At the end of the year, then, they review it and if it is too far off 
they give us a refund, as in this last year. If it is overcharged, I 
suppose they will make it up in a subsequent year’s figures—but we 
make an agreement with them at the beginning of each year on the 
amount which they will charge us for each of these items. 

Mr. Gary. The rate then is reviewed once a year? 

Mr. Maxwet.. Yes, sir. Also we get cost figures in Mr. Henrik- 
sen’s office, once a quarter, showing the cost of handling depositary 
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receipts in each of the Federal Reserve banks, and we compare that 
carefully with the amount they are charging to try to ascertain 
whether they are going beyond the rate which we are actually paying 
them, or whether or not it is costing them less. Thus Mr. Henriksen’s 
office keeps a close contact with banks’ cost figures. 

Mr. Gary. Mr. Canfield. 


RELATIONSHIP OF THE TREASURY TO THE FEDERAL RESERVE SYSTEM 


Mr. Canrtevp. I have no questions, Mr. Chairman, but for the pur- 
pose of the record that we are writing, here today, Mr. Maxwell, will 
you describe in general terms the relationship between the Treasury 
Department and the Federal Reserve System ? 

Mr. Maxwetu. You mean as far as our own office is concerned ? 

Mr. Canrtevp. In general, as you understand the relationship. 

Mr. Maxwe tt. Well, of course, the Federal Reserve Bank System 
acts as our agent—fiscal agent for the Treasury Department—as a 
whole. The banks handle matters relating to the public debt, the 
receipt and issuance of securities, and the transfer of securities, the 
receiving of subscriptions on public debt issues and reporting there- 
on and that sort of thing for the public debt service. 

The System acts as agent for collecting withheld taxes from tax 
collectors. The banks also have been designated to act as our agents 
in designating certain private banks or commercial banks to act as 
governmental depositories. In that respect they see that the bank 
qualifies, that they put up the collateral necessary to secure the account. 
These are what we call the tax and loan accounts. In those cases, 
the local bank is authorized to receive tax collections and subscriptions 
to loans—i.e., Government loans—and credit the U.S. Treasurer’s 
account in the local bank. The Federal Reserve banks see that the 
private banks meet and adhere to specified requirements. They main- 
tain the central accounts over the local banks for Government funds. 

The Reserve banks also process our checks—they are sort of a clear- 
ing office through the 12 banks. The checks which Mr. Cannon and 
others draw against the Treasurer of the United States go through 
the various Federal reserve banks and are charged to Treasury 
accounts. At one time they processed and paid them as agents for 
the Treasury, but now they transmit the checks to Washington for 
payment. 

The banks have also assisted in Government financing but this sub- 
ject is considerably out of my bailiwick. I mean the financing matters 
between the Treasury and the Federal Reserve banks. 

Mr. CanrrecD. The Federal Reserve System is independent of Treas- 
ury’s control ? 

Mr. Maxwe .. Yes, sir; that is right. 

Mr. Canrievp. That is by statute. 

Mr. Maxwe . Yes, sir; except when they act as our agents, in which 
case, of course, they take directions from the Treasury for this fiscal 
work which the Treasury would otherwise handle itself; I might say 
that generally such work was previously handled by the subtreasuries— 
prior to the establishment of the Federal Reserve System. 

Mr. Canrtevp. Do you know of any other country that has a like 
fiscal setup ? 
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Mr. Maxwe tu. Well, I think many other countries have central 
banks which perform much the same functions, and perhaps maybe 
more closely related to their treasuries, but I do not think they have 
exactly the same situation. 

Mr. Gary. Mr. Steed. 


SOURCES OF FOREIGN CURRENCIES 


Mr. Steep. I have a question which I suppose Mr. Elson would be 
able to answer. 

What are the sources of these foreign currencies ? 

Mr. Exson. There are about 29 sources, sir, and the document I 
offered shows all of the sources. The major source, of course, is the 
sale of surplus agricultural commodities. We have receivables from 
the old lend-lease accounts that we are liquidating from sale of mili- 
tary equipment, and the Development Loan Fund; the ICA and Ex- 
port-Import Bank also generate some kinds of foreign currencies. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canriep. Yes, Mr. Chairman. 

Mr. Gary. Another source is the counterpart funds from the foreign 
aid funds; is that not right? 

Mr. Exson. The counterpart funds; yes, sir. 

Mr. Gary. Under the foreign aid program the foreign government 
sets up its local currency as counterpart funds for the amount that 
they receive. A certain part of those funds belongs to the United 
States? 

Mr. Exson. That is what we call the 5 and 10 percent. 

Mr. Gary. The balance of those funds remain the property of the 
foreign government, and are spent by the foreign government, but 
with the approval of the U.S. Government ? 

Mr. Exson. That is right, through ICA. 

Mr. Gary. The accounts that you are dealing with relate only to the 
5 and 10 percent which belongs to our Government, and not to this other 
90 or 95 percent which belongs to the foreign government ? 

Mr. Exson. That is correct, sir. 


FOREIGN CURRENCY ACCUMULATED 


Mr. Steep. Are we using all of these foreign currencies as we get 
them or dothey accumulate them ? 

Mr. Exson. As I indicated, they have accumulated them. I havea 
statement, and I can give you a breakdown of our balance here. 

As of September 30, for instance, we had in the Treasury Depart- 
ment $1,642 million equivalent, which was still in Treasury accounts. 
The balance has been going up very slowly, but it has been going up. 

Of that $1,642 million, most of it has been programed, in one form 
or another, and I will give you the major items. 

Of the $1,642 million I mentioned, $1,480 million has resulted from 
the sale of surplus agricultural commodities, and that has been pro- 
gramed in the form of allocations by the Bureau of the Budget to 
the various agencies. 

Of that $1,480 million, $777 million has been allocated for loans 
back to the countries that gave us the currencies originally; $257 
million, or 17.4 percent, has been set aside for sales to other Govern- 
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ment agencies, in other words, where they have a need to purchase 
our foreign currencies for dollars; $280 million, or roughly 20 percent, 
still unprogramed; and there are various small programs, maybe 12 
other programs for which allocations have been made; so that these 
currencies have actually been earmarked in the sense that they would 
be utilized for these various programs. 

Mr. Streep. Are there any Government agencies using foreign cur- 
rencies that they buy without taking first account of these that you 
have? 

Mr. Exson. The requirement is that they must buy their foreign 
currencies from Treasury. Then when we do not have the foreign 
currencies they are authorized to go out in the open market. 

As I indicated earlier, approximately $1.7 billion was purchased 
on the market last year, principally by the Defense Department. 

Unfortunately, in certain areas where we have the most need for 
foreign currencies, we have very few foreign currencies, and that is 
a disparity that arises from the nature of the programs abroad. That 
is why the agencies have to purchase them on the market, but the re- 
quirement is that they purchase the foreign currencies first from the 
Treasury Department. They have to come to us first. If we have 
them they have to buy them from us, and if we do not have them they 
can go into the open market. 

ir. Steep. Thankyou. That isall. 

Mr. Prtut0on. No further questions. 

Mr. Gary. Mr. Alexander? 


NUMBER OF EMPLOYEES BY ACTIVITY 


Mr. Avexanper. Mr. Maxwell, would you put in the record the 
number of employees that you have working under the six different 
headings, for instance, processing deposits, withheld taxpayments, 
and financial reporting ; each one of those separately. 

Mr. Maxwet. Yes, sir. 

Mr. Atexanper. And then the number of employees for the previous 
year plus the ones you are asking for for this particular year. 

Mr. Maxwe.. Yes, sir. 

On page 1 of the justification, Mr. Alexander, we show it for 1961, 
and I suppose it is by those categories you would like these data for 
the present time and past year. 

Mr. ALexanper. I would like to have it broken down so that in 
future years we can tell which way we are going and which one is 
holding it down, and where they are increasing. 

Mr. Maxweti. Allright. We will supply that. 

(The information referred to follows :) 
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USE OF ELECTRONIC EQUIPMENT 


Mr. ALExanper. Overall, in what departments, or what part of 
— are you planning new electronic equipment for 
1961 

Mr. Maxwetu. Yes, sir. That will be in the Division of Disburse- 
ment, Mr. Alexander, Mr. Cannon’s organization. Undoubtedly, he 
will mention that in his justification. That new equipment—the tape 
electronic equipment—will be installed next September. 

Of course, he now has some Burroughs electronic equipment 
utilized in the preparation of checks, but the latest equipment which 
he expects to use in this connection is tape electronic equipment which 
will be put in the Chicago office commencing next September. 

Mr. AtexAnper. How much have you spent up to this time in the 
conversion to electronic equipment ? 

Mr. Maxwe.ui. Would you mind if I asked Mr. Cannon to supply 
that figure? 

Mr. Gary. That is largely in the Bureau of Disbursement. We will 
come to that, if you do not mind, Mr Alexander, when we discuss the 
Bureau of Disbursement. 

Mr. Atexanper. That will be fine. I do not mind that at all. 

I just wondered, though, if in your Department you have put in 
any electronic equipment and if so how much it cost. 

Mr. Maxwe ut. This is all one division, and Mr. Cannon will be 
able to answer your question. 

Mr. Atexanper. This comes under the disbursements ? 

Mr. Maxwe x. Yes sir. It is one division of the Bureau of 
Accounts. 

Mr. Atexanper. That is all right. 


CONTROL OVER FOREIGN CURRENCIES 


I would like to ask Mr. Elson a question in regard to the Develop- 
ment Loan Fund. 

Does the Treasury itself in this foreign money receive any of the 
funds from the Development Loan Fund? 

Mr. Exson. When their loans are paid back at that time we get 
the foreign currencies in the custody of the Treasury Department, 
and then it is transferred back to the Development Loan Fund be- 
cause they originally, of course, have had appropriations from the 
Congress, and they either make dollar loans or loans repayable in 
foreign currencies. 

Mr. Avexanper. The Treasury actually, though, has no control 
over those funds that come into the Treasury from the Development 
Loan Fund, do they ? 

Mrs. Exson. No, sir; not in the sense that we have any say-so, be- 
cause Congress has authorized the Development Loan Fund to utilize 
all of the dollar repayments and the foreign currency repayments 
in making further loans in the years to come. 

Mr. ALExANpER. In other words, you could not disburse those funds 
to another agency of the Government for them to use. 

Mr. Exson. No, sir. We could not. 

Mr. ALExanper. You are just a trust officer holding those funds 
and accounting to the Congress for what they are. 
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Mr. Exson. That is right. It is not similar to the Public Law 480 
programs where all the currencies come to the Treasury and we hold 
them in custody subject to either the Bureau of the Budget alloca- 
tion or in the future action by the Congress. 

Mr. Atexanper. Do you keep a record of all of the foreign cur- 
rencies that are developed from any source throughout the world due 
to the U.S. Government dealings ? 

Mr. Exson. We do, Mr. Alexander. It comes into our accounts 
and as in the case of Development Loan Fund it goes back to the 
Development Loan Fund and the few other programs like the ICA 
402 programs, where Congress has authorized, it goes right back to 
that agency, intact. 

But most of these currencies remain in the Treasury Department 
subject either to the Bureau of the Budget allocation or action by 
the Congress. 

Mr. Arexanper. Is it shown in your report how many of the for- 
eign currencies are available for use by other agencies of the Govern- 
ment and what part of it is not—such as the Development Loan 
Fund—are not available for current expenditures or salaries? 

Mr. Etson. It is by account. These currencies are deposited in a 
particular account, and a particular account means a specific program. 

When you see the Development Loan Fund program you will see 
that we have transferred out the same amount that we have taken in. 

The few figures I gave you as to the breakdown of our balance 
indicates how the foreign currencies that we now have have been 
allocated for use by the agencies. 


TOTAL FOREIGN CURRENCY AVAILABLE FOR EXPENDITURE 


Mr. AtexaNper. What is the total amount of foreign currencies 
that are available for expenditure by agencies of the Government as 
of June 30, 1959? 

Mr. Exson. May I have your report? This is September 30. I 
am sorry. It is right on the first page here, sir, that we have here. 
As of June 30, 1959, we have $1,514 million and of that amount 
proceeds for credit to miscellaneous receipts are $63 million, $4 million 
goes back to informational media guarantee fund; $23 million goes 
back to the Commodity Credit, and $1,355 million is available for 
program allocations. 

That is the breakdown here. 

That $1,355 million is the amount which is under control of the 
Bureau of the Budget for allocation purposes, part of which will 
come under control of the Congress through the appropriation process. 


SAVINGS BECAUSE OF MECHANIZATION 


Mr. Atexanper. Mr. Maxwell, in your budget, has there been any 
work that has been transferred to some other agency ? 

Are you doing all of the work that you have done in previous years? 

Mr. Maxwetu. Yes, sir. All of our functions are the same, Mr. 
Alexander, as heretofore, and we are doing it all, with, may I say, 
fewer employees. 

Mr. Atexanper. For that I certainly want to commend you. 
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What I was really getting at, and one of the things that has dis- 
turbed me with some of the agencies is that we have spent huge sums 
of money for mechanization, for new equipment, without a corre- 
sponding decrease in manpower, and I am for the mechanization pro- 
gram. I want to see it go forward, but I also would like to feel that 
we are wise in the transfer over and are doing a good job with it and 
can show a corresponding decrease in cost to the Government. 

Mr. Maxwe.u. You 0 be interested in the figures that we have 
in the last.10 years. We have reduced our number of employees, pri- 
marily because of mechanization and use of office savings equipment, 
approximately 30 percent. 

Mr. Atexanper. That is fine. But some of the agencies have not 
been able to do that even though they spent huge sums. 

Thank you, Mr. Chairman. 

Mr. Maxwell. 

Also may I also mention that we have had substantial increase in 
volume of work to take care of so that our volume has increased while 
our personnel has decreased. 

r. ALExANnpDeR. That is one thing we are having to fight in all the 
agencies. It is that we are expanding. It is a problem we have to 
face. 

Mr. Gary. Is that all, Mr. Alexander? 

Mr. Atexanper. That is all. 

Mr. Gary. Mr. Conte? 


YUGOSLAV AND POLISH CURRENCIES HELD 


Mr. Contr. Mr. Elson, in this chart, it shows that Yugoslavia owes 
us $156 million and Poland owes us $133 million. In both these coun- 
tries we have no program at the present time. What do we use these 
fundsfor? Do we have any use for them ? 

Mr. Exson. May I be sure I understand your question. That is the 
foreign currencies we hold, you see. 

Mr. Conte. Right. 

Mr. Exson. And these foreign currency balances are a result of 
sale of surplus agricultural commodities, sir. Of course, that was 
done by international agreements to sell Poland and Yugoslavia sur- 
plus agricultural commodities. Poland is a recent country. Yugo- 
slavia is an old customer of ours. 

We have some uses for the Yugoslavian dinars, but we have excess 
currencies for our needs in that country. 

In Poland, I do not know what we can use our foreign currencies 
for. There may be some programs that are in the making for utiliza- 
tion of their currencies. Rt that of course is out of our jurisdiction. 

We account for them and report for the currencies as they are gen- 
erated, and as they are transferred. I cannot give it to you from 
memory. But I could take both Yugoslavia and Poland and see 
what programs are there. 

Presumably, they will be in the nature of loan programs back to 
these countries, for economic development or for any other worth- 
while projects within the country. An examination of the allocation 
records discloses that the major part of the Yugoslav currencies have 
been programed for loans and grants to that country, whereas the 
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programed. 


major part of the Polish currencies held as of June 30, 1959, were not 


USE OF FOREIGN CURRENCY HOLDINGS BY FOREIGN SERVICE AND MILITARY 
PERSONNEL ABROAD 


Mr. Pitii0on. Will the gentleman yield ? 


Mr. Conte. I yield. 


Mr. Prion. Are our military attachés and our consular people in 
our embassies able to use these funds for their spending? 


Mr. Exson. Yes, sir. 


Mr. Puuui0on. That is in countries like Poland and Yugoslavia? 


Mr. Etson. Yes, sir. 


rencies. 
Mr. Prixi0Nn. 
Mr. Gary. Off the record. 
(Discussion off the record.) 
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es. Thank you, Mr. Chairman. 


Their administrative ex 
call payment of U.S. obligations, may be 


— 


mses 


or what we 


e out of those cur- 


portion. 


Founp ror PayMeEnt or Losses In SHIPMENT 


Program and financing 



























































1959 actual | 1960 estimate | 1961 estimate 
by activities: Payments of claims (total costs—obli- 
gations) (object class 13) - Geaces $47, 486 $41, 000 $41, 000 
‘inancing: 

Amounts becoming available: 
Appropriation. -.-......-..---- 50,000 |.....--.---.-- 100, 000 
Revenue: Recoveries of losses...........-...---------- 2,990 1,000 1,000 
Total amounts becoming available 52, 990 1,000 101,000 
Unobligated balance brought forward 73,750 79, 254 39, 254 
Ot) SIOUTIES OVERDO. ~~ - nen cen nnweneneonses= 126, 740 80, 254 140, 254 
Unobligated balance carried forward---.....--------------- —79, 254 —39, 254 —99, 254 
Financing applied to program 4 47, 486 41,000 41,000 

Sources and application of funds (operations) 
1959 actual | 1960 estimate | 1961 estimate 
— expenditures (funds applied): Expense (payment of 
Rs se neesh ne scan edt nen ten ackncinswnnne mecenehebe beyrmsd $47, 486 $41, 000 $41, 000 
Receipts from operations (funds provided): 

RE SE RE eee” 2, 990 1,000 1,000 
in selected working capital--.-_-.....-..-.--.----- GARR Bowden fits act teembes- 
Total receipts from operations - ---.........-..---------- 20, 902 1,000 1,000 
I III oon cece cnc nc sees pu basen secs 26, 584 40, 000 40, 000 
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Revenue, expense, and retained earnings 






























































1959 actual | 1960 estimate | 1961 estimate 
Payment of claims: 
Piston ve ndecancceukences snubs nadbuncscensssanecse $2, 990 $1, 000 $1,000 
Rais ni Ss 05 sks pes Sd sons and .sjnosnsqubuna genta 47, 486 41, 000 41, 000 
Net loss (—) for the year_.-..---.----.---.---.---------- —44, 496 —40, 000 —40, 000 
Deficit (—), beginning of year-.....-.-.-.....-.----.-----..--- —820, 053 —864, 549 —904, 549 
Deficit (—), end of year........-.....-.20.0--.cesccnseoes —864, 549 —904, 549 —944, 549 
Financial condition 
1959 actual | 1960 estimate | 1961 estimate 
Assets: Cash with Treasury. -...-.--.--...-------------------- $113, 625 625 $133, 625 
SIE, SIME no nceeds we cen cecnustivcccscpusegoenheent 34, 371 34, 371 34, 371 
Government investment: 
Non-interest-bearing capital: 
tooo ee uae bacags rei aneaeneensA ante 893, 803 943, 803 943, 803 
Appropriation during year--._--..--......--.--------- | |__| eer 100, 000 
PR iacacnsndnnrnacctekvhabdceecenewens ewiew 943, 803 943, 803 1, 043, 803 
WANG) ois seen ctensansccevusattagiase —864, 549 —904, 549 —944, 549 
Total Government investment. 79, 254 39, 254 99, 254 
Status of certain fund balances 
1958 actual | 1959 actual | 1960 estimate | 1961 estimate 
Unexpended balance: Cash with Treasury. ---- $90, 209 $113, 625 $73, 625 $133, 625 
Obligated balance, net: Current liabilities...... 16, 459 34, 371 34, 371 34, 371 
Unobligated balance. -.-...........-....- 73, 750 79, 254 39, 254 99, 254 




















Mr. Gary. Mr. Maxwell, you are asking for an appropriation of 
$100,000 for the Losses in Shipment Act this year. 


JUSTIFICATION MATERIAL 


_ At this point in the record we will insert pages 33 and 34 of the 
justifications. 
(The information referred to follows :) 


FiscaL SERVICE—BuREAU OF ACCOUNTS 
FUND FOR PAYMENT OF GOVERNMENT LOSSES IN SHIPMENT (REVOLVING FUND) 


Justification for increase in capital 

1. Under the provisions of the Government Losses in Shipment Act (5 U.S.C. 
134-134h), the Government assumed the risk on shipment of valuables, including 
money bullion. This act authorized an initial appropriation of $500,000 with 
annual appropriations thereafter of $200,000 for each of 10 fiscal years—a 
total authorization of $2,500,000 and such additional amounts as may be required 
from time to time. Accordingly, on July 8, 1937, the Treasury Department 
established the Government losses in shipment revolving fund on its books. 
Through fiscal year 1958, appropriations have amounted to $802,000. Pursuant 
to the provisions of Public Law 378, approved August 10, 1939, an additional 
$91,803 was transferred to the fund from the securities trust fund, and Public 
Law 85-354, approved March 28, 1958, authorized a transfer of $50,000 to the 
fund from the account, “Unclaimed partial payments of the U.S. savings bonds,” 
making the total of $943,803 available through fiscal year 1960. 
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2. Losses of the Post Office Department while acting as agent of the Treasury 
Department in connection with the sale of internal revenue or other stamps 
and U.S. securities are replaced from the fund under the provisions of the act 
of August 10, 19389 (5 U.S.C. 134b(1)). The fund was also made available for 
the replacement of any losses resulting from payments made in connection with 
the redemption of U.S. savings bonds under the provisions of the act of April 12, 
1943 (31 U.S.C. 757¢(1) ). 

3. Based on 1938 insurance premium rates, it is estimated that the accumulated 
savings resulting from insurance premiums which otherwise would have been 
paid to commercial insurance companies, covering the shipment of valuables, 
would amount to over $80 million. 

4, As of June 30, 1959, the balance in the Government losses in shipment fund 
was $79,254. Expenditures after credit for recoveries for the fiscal year 1959 
were $44,496 and it is estimated that the net expenditures for the fiscal years 
1960 and 1961 will be $40,000 for each year. The transfer of $100,000 to the 
fund in the fiscal year 1961 will provide a safe operating margin and alleviate 
the possibility of requesting supplemental funds if any unusual losses should 
occur 


5. The following table shows the appropriations and obligations by class and 
recoveries to the fund from 1938 through 1961. 


Payment on claims 





: Erro- | 
Losses | Post Erro- neous | 
Appro- | of valu-| Office neous |Armed| Total | Recov-| Obli- | Balance 
Fiscal year priations |ables in |Depart-| savings | Forces| pay- eries | gations} in fund 


tofund | ship- | ment bond leave | ments | made | 
ment | agency | redemp- | bond | 
| 


losses tions jredemp-| | 










page eee ees em 









0 | 3,094 | 592,221 





























| 549, 700 

| 20, 892, 099 

102 204, 791 

138) | 94, 882 

1100, 178, 118 

6, 422 40) 268, 268 

5, 498 7,901 240, 577 

6, 635 | 32,319 297) 184 

4, 857 | 8,633 915, 133 

2,241 1, 202 181, 162 

2, 425 | 9’ 153 139, 895 

1,068 3{. ‘71 93, 593 

1,079 3 | 11,230 73, 750 

80 | 2,990 79, 254 

250 :000 | 1,000 39, 254 

250 | 41,000 | 1,000 99, 254 

Cumulative ____|1, 043,803 |150, 158 |102, 301 |1, 143,708 | 34,749 11,430,916 |486, 367 99, 254 
1 











1 Transferred from securities trust fund under act of Aug. 10, 1938. 
2 Credit. 

3 Transferred from the account “‘ Unclaimed partial payments of U.S. savings bonds.” 

4 Estimate. 

5 Proposed transfer from the account ‘‘ Unclaimed partial payments of U.S. savings bonds.” 


Mr. Gary. You did not have any request for that item last year? 

Mr. Maxwetu. That’s correct. 

Mr. Gary. And for the current year 1960. But you are request- 
ing $100,000 for 1961. Will you tell us the reason for that? 

Mr. Maxwe.u. Yes, sir; Mr. Chairman. 

Would you object if I asked Mr. Henriksen to give us a brief state- 
ment on that situation ? 
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Mr. Gary. No, sir. 

Mr. Henriksen. It is a pleasure to be here this morning gentlemen, 
and explain a little bit about the Government Losses in Shipment 
Act, both as to past, present, and what we anticipate in the future. 

At this time rather than asking for an appropriation we are request- 
ing that you authorize and give us $100,000 by transfer from the 
account called “Unclaimed partial payments of U.S. savings bonds,” 
which is a deposit fund account, and part of it to be transferred to our 
present revolving fund of the Government losses in shipment account. 

Years ago it was the policy of the agencies to insure all of their 
own valuables in shipment against loss which resulted in the costly 
payment of premiums to insurance companies. 

In 1937 the Government and Congress decided they would create a 
revolving fund and passed this act called the Government Losses in 
Shipment Act and made provision whereby they appropriated at that 
time, to be effective in the fiscal year 1938, $500,000. And for the next 
10 years it was to be augmented by an appropriation of $200,000 which 
in total after the 10 years would result in appropriations of $214 
million. 

But in 1939, after 1 year of operation, it was found there was an 
adequate balance which had not been used, so in that year they only 
appropriated $100,000. 

In addition to the insurance on losses in shipment of valuables, the 
act was amended in August 1939 to include losses by the Post Office 
Department while acting as an agent of the Treasury in connection 
with the sale of bonds or stamps, And it was further amended in 
April 1943 and 1945 to include losses by paying agents in connection 
with the redemption of U.S. savings bonds. 

The total appropriations from the beginning of 1938 have totaled 
$802,000. In addition to that, we have received from the securities 
trust fund in 1938, $91,803. 

Then in 1959 you authorized a transfer from this deposit fund ac- 
count that we have been speaking about called “Unclaimed partial 
payments of U.S, savings bonds” in the amount of $50,000 which shows 
you have given us $943,803. 

Now, at the close of the last fiscal year we had an unobligated bal- 
ance of $79,254, which shows that the net cost for the 22 years out of 
this fund has only amounted to $864,549. 

It has been estimated that, based on the 1938 premium rate, we have 
saved over $80 million. So it can be seen that Congress acted wisely 
when they passed this act. 

At the close of 1959, as I stated, we had a balance of $79,254. It is 
anticipated that during this year we will have obligations of $40,000, 
which, at the end of this present fiscal year, will leave $39,254 in the 
fund. 

We also estimate that in 1961 our obligations will be at the same 
rate, or about $40,000 for the fiscal year. So if we do not receive 
further advances to the fund we would have a net deficit: at that time 
of $476, or we would not be able to pay our obligations. 

Now that, in itself, would not alarm us too much, because $40,000 
in obligations yearly is the normal way the fund has been operating 
recently. But the reason why we asked for the $100,000 is, at the 
present time, we know of potential obligations of $51,000 which are 
abnormal and exclusive of what I have been talking about in connec- 
tion with the regular $40,000. 
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Then, too, we think it would be wise because we know it would not 
be possible to make payments on abnormal claims if we did not obtain 
this additional money. 

First, the authority, if granted, would avoid a supplemental request. 

Even though we were fortunate and did not have to pay these un- 
usual obligations—I call them abnormal—this transfer would only 
mean that we would have a little larger balance in the deposit fund 
account. As a matter of fact, I think it would be good financial plan- 
ning to have a larger balance. 

‘In the past, in 1940, we had an unobligated balance of over $600,000. 
In 1951 we had a balance of over $268,000. So with those large bal- 
ances it meant that in each of the two cases we did not have to come 
to Congress for 7 years and obtain replenishment of the money because 
the fund acts also as a deposit fund account, and there are recoveries 
to it. 

Then again we feel that the transfer of funds is a wise thing because 
the money goes from one deposit fund account where it is not being 
used to another where it is needed. I think that is about all I have, 
Mr. Chairman, unless you have some questions. 

Mr. Gary. Then, this is not a request for an appropriation but sim- 
ply a transfer of funds from one account to another. 

r. HENRIKSEN. Yes, sir. 

Mr. Gary. And that is the reason for the language which appears on 
page 10 of the committee print. 

Mr. Henrrksen. Yes, sir. 

Mr. Maxwetx. Could I correct that? This isa request for an appro- 
priation but not from the general fund. 

Mr. Gary. Mr. Pillion? 

Mr. Priui0n. This is an actual appropriation, is it not, the $100,000 


— ? 
r. MaxweELL. Yes, sir. 


Mr. Prix10Nn. It will come out of the other deposit fund account ? 

Mr. Maxwe ut. Out of the fund that is not now a part of the budget. 
In fact, the appropriation of the funds will automatically pick up a 
receipt in the budget and we expend whatever may be required. 

Mr. Gary. Technically speaking it is an appropriation, but what 
I meant was that it will not take funds out of the Treasury, but will 
transfer funds from one appropriation to another. 

Mr. Henriksen. From one deposit fund account to another. 

Mr. Gary. From one deposit fund account to another to meet this 
obligation ? 

r. Prx10Nn. I notice your employment goes down from 51 in 1959 
to 45 in 1960 and 42 in 1961? 

Mr. Henrrxsen. I did not hear that. 

Mr. Priu10on. How do you account for that ? 

This is on page 12. Your employment, number of positions, per- 
manent positions, has gone from 51 in 1959 to 45 employees in 1960, 
and you estimate 42 in 1961. This is in your object classification sched- 
ule, the number of employees. 

Mr. Henriksen. Yes, sir; page 12. 

Mr. Maxwe.u. Actually, Mr. Pillion, the only employee we have on 
this account is about half of the time of one employee. 

Mr. Pritton. Is it not governmental funds? 
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Mr. Maxwe.. This is Government losses in shipment, and that 
must be another account. 

Mr. Jounson. That is your reimbursement account. That is not 
the same thing. 

Mr. Prion. That is not the same thing. 

Mr. Maxwetu. That is another item. It is the advances and reim- 
bursements for the appropriation for the Division of Disbursement. 


SELF-INSURANCE 


Mr. Puxio0n. I note that you saved $80 million in insurance pre- 
miums based upon 1938 rates. 

Mr. Henriksen. Yes, sir. 

Mr. Pitut0n. This is a self-insurance scheme; is it not ? 

Mr. Henrrksen. Yes, sir. 

Mr. Prtui0on. And I would like to comment upon that to show the 
tremendous savings that a self-insurer can make and of course in- 
surance is an uneconomic situation basically, that is, essentially a 
gamble. And the U.S. Government being the wealthiest institution 
in the world ought to be wealthy enough to carry self-insurance where- 
ever possible. I just would like to make that point. 

But it is certainly a costly situation to go out and insure when you 
can carry self-insurance. I think you are doing a very fine job. I 
wonder if a transfer of maybe $50,000 would suit your needs this 
year instead of the $100,000? 

Mr. Henriksen. It would take care of the normal conditions, but 
it is the abnormal thing that I am concerned about. 

Mr. Prtu1o0Nn. I see. 

Mr. Henriksen. We know that there are pending for litigation or 
consideration now, two different claims, one for $39,000 and another 
for between $12,000 and $15,000. 

Mr. Paxson. You are quite sure that those are pretty firm esti- 
mates ¢ 

Mr. Henrrxsen. Reasonably sure; yes, sir. It is something one 
never knows until the final decision is made. 

Mr. Puuio0n. I think it is a mighty fine program that has been 
administered. 

Mr. Henriksen. I feel we have everything to gain and nothing to 
lose by giving us the $100,000, since it might save the time of all 
concerned should it be necessary to pay abnormal items. 

Mr. Priuton. I see. Thank you. 

Mr. Gary. Are there any questions? 

Mr. Streep. No questions. 

Mr. Gary. Mr. Conte? 

Mr. Conte. No questions, Mr. Chairman. 

We will now take up requests for the Division of Disbursement. 
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SALARIES AND Expenses, Drviston or DisBuRSEMENT 


Program and financing 

















1959 actual. | 1960 estimate | 1961 estimate 
Program by activities: 

By PEE BUEN ITE on ccccwc ce asascecasemacheanccen $20, 785,916 | $21,732, 196 $23, 217, 533 
%, SARRIOD OL ORVINES WUNMIB.. «5 nc eeccn cise ncccccuucus 308, 178 267, 804 264, 4 467 
ne RN oe 21, 094, 094 22, 000, 000 23, 482, 000 

3. Relation of costs to obligations: Costs financed from 
obligations of other years, net (—)_..--..-..---.---..- REEL 6+ cGopebapadlabmatackewssne 

Total program (obligations)_..................-.... 21, 067, 812 


Financing: 




































































$22 million. 
over 1960 is $1,482,000. 


JUSTIFICATION MATERIAL 


1959 appropriation available in 1958____.__ 87, 581 
Unobligated balance no longer available 29, 207 
New obligational authority. ...........-......-..-.--..- 21, 184, 600 22, 000, 000 23, 482, 000 
‘New obligational authority: 
I 21, 203, 600 22, 000, 000 23, 482, 000 
Transferred to ‘Salaries and expenses, Office of the 
Treasurer” (Reorganization Plan No. 26 of 1950)_..-._.- DOO A ats aged seteskeye 
Appropriation (adjusted) -_...........-.---- 21, 184, 600 22, 000, 000 23, 482, 000 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 
Total number of pent eee 1,778 1, 764 1, 792 
Full-time equivalent of all other positions... 187 137 122 
Average number of all employees----_-.--.-- 1, 908 1, 866 1, 887 
Number of employees at end of year_.......-.-.-.-.---------- 1, 785 1, 821 1, 845 
IN I IO I BRINN. «onc ccc cece cccecccns 3.5 $4,176 | 3.6 $4,249/ 3.6 $4,250 
01 Personal services: 
ON Re See eee Peer meee $7, 185, 730 $7, 331, 685 $7, 476, 035 
Positions other than permanent... 535, 810 447, 442 398, 452 
i See ee eee 184, 160 93, 375 64, 912 
py ee 7, 905, 700 7, 872, 502 7, 939, 399 
02 Ee alee n ta oon wic ah ik aoe 29, 587 953 48, 471 
03 Transportation of things_- REST 76, 922 91, 737 1, 381 
Communication services---- ees | 9, 674, 713 10, 403, 055 10, 971, 701 
05 Rents and utility services_.__- tient 775, 111 , 044, 711 1, 386, 500 
06 Printing and reproduction ------ ioe 1, 384 4 66, 428 
Purchase of blank checks. - - — 748, 605 767, 422 811, 711 
07 Other contractual services----....-...-.-- ees 151, 998 171, 879 427, 652 
Services performed by other agencies... inne SEO Novcancmegdehelisdewsnnrece 
08 Supplies and materials..............-..-..- ees 1, 002, 832 976, 535 1, 087, 562 
a. AERO RRS Fee uni 134, 465 77,8 173, 451 
1l Grants, subsidies, and contributions_- =e 443, 820 453, 479 460, 360 
4 Refunds, awards, and indemnities---__ Baek Ew Aictuitewdend adpivessaniancnens 
Taxes and assessments.__........-.- Cite 21, 188 20, 799 17, 384 
1959 program obligated in 1958. -........-...--------- ine EE Whacanedacecuiodcnnathanes-s 
aia ini cenencunsnndumieaelbbeceion 21, 067, 812 22, 000, 000 23, 482, 000 
The appropriation for the Division of Disbursement for 1960 was 


The estimate for 1961 is $23,482,000. The increase 


We will insert at this point in the record, pages 35, 40, and 41 of 


the justification. 





Re 
Su 


Re 


Ad 


Int 


In 


Wi 
ag 
un 
lig 
ag 


nu 
ye 





231 


(The information referred to follows:) 


Analysis of appropriation base for fiscal year 1961 
































Regular appropriation, 1960 act $22, 000, 000 
Supplemental appropriation for 1960 
Total appropriation, 1960. 22, 000, 000 
Reductions: 
Activity No. 1. Processing payments $195, 158 
Activity No. 2. Issuance of savings bonds. 6, 1 
Total 201, 264 
Adjustment in base (net) —201, 264 
Appropriation base for 1961 21, 798, 736 
Increase over appropriation base for 1961 1, 683, 264 
Appropriation estimate for 1961 23, 482, 000 
Increase or decrease from total appropriation, 1960. +1, 482, 000 





Comparison of appropriation base with appropriation estimate for 1961 

















Appropriation base Appropriation esti- Increase or decrease 
for 1961 mate for 1961 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
1. Processing payments.........--.- 1, 764.9 |$21, 537,038 | 1,835.6 |$23, 217, 533 70.7 | $1,680, 495 
2. Issuance of savings bonds. -...-..- 51.4 261, 698 51.4 ye 2 ren 2, 769 
NE he cant caucus neces 1,816.3 | 21,798,736 | 1,887.0 | 23, 482, 000 70.7 1, 683, 264 
Adjustment in base (net).....-...-. 49.7 yt Reena. Bat ee re erm —49.7 —201, 264 
Total appropriation, 1960, and 
appropriation estimate for 
1961 1,866.0 | 22,000,000 | 1,887.0 | 23, 482,000 21.0 1, 482, 000 


























WORK VOLUME AND UNIT COSTS 

Work volume 

Estimates of work volume to be performed are obtained from the various 
agencies concerned. These represent estimates of the number and type of pay- 
ments to be made during the year and the number of savings bonds to be issued 
under the payroll savings plan. All estimates of work volume are analyzed in the 
light of the past year’s volume, current trends, legislation, and other factors. 
Where estimates appear inconsistent, discussions are held with officials of the 
agencies involved, and revised estimates are obtained if necessary. 

There follows a table showing the number of payments by activities and the 
number of savings bonds for the fiscal year 1959, the estimates for the fiscal 
years 1960 and 1961 and the increase in 1961 over 1960. 



































Increase 1961 
over 1960 
1. Processing paymen 
Veterans’ po cl eal 70, 006, 982 70, 470, 000 73, 743, 000 +3, 273, 000 
Refunds on national service life insur- 
aie ane 4, 252, 613 3, 800, 000 3, 800, 000 |-..----..--... 
Social. Security Administration 123. 791, 151 134, 300,000 | 143,301, 500 +9, 001, 500 
Income tax revands...................... 36, 461, 382 36, 350, 000 36, 860, 000 +510, 000 
Le Ee SS Ser eee 1, 393, 512 1, 450, 000 1, 450, 000 |..-..--------- 
Public debt interest checks 5, 924, 276 6, 082, 000 6, 082,000 |....---------- 
oy | ees. 24, 736, 797 25, 770, 000 27, 244, 500 +1, 474, 500 
Total payments, ,...-.....--.---0-05 266, 566,713 | 278,222,000 | 292, 481, 000 14, 259, 000 
2, Issuance of savings | RR eee. 3, 322, 721 3, 000, 000 3,000, 000 |..----------.. 
Grand total 269, 889, 434 | 281,222,000 | 295,481,000 | +14, 259, 000 




















Processing unit costs 


Actual costs are developed for each bond and type of check processed, cover- 
ing personal services, postage, and other costs, such as supplies, printing, con- 
tractual services including a pro rata share for participation in employee health 
programs on a limited scale, etc. Management improvements and other savings 
are reflected by a reduction in the actual costs for the year. 


Processing unit cost for fiscal year 1959 
The 1959 actual processing unit cost amounted to $0.0425. 


Processing unit cost for fiscal year 1960 


The estimated processing unit cost of $0.0416 for the fiscal year 1960 was de- 
veloped by using the actual cost for 1959, reduced by nonrecurring costs amount- 
ing to $440,763, and additional savings anticipated from management improve- 
ments amounting to $188,060. 


Processing unit costs for fiscal year 1961 

The fiscal year 1961 unit cost was developed by using the fiscal year 1960 
projected cost as a base, from which $201,264 was deducted for anticipated fur- 
ther savings in the cost of processing payments and issuing U.S. savings bonds. 
Increases to base consist of $75,000 requested for the purchase of equipment, 
$112,000 to cover the cost of the Federal Employees Health Benefits Act of 1959, 
$409,516 estimated for the one-time cost of establishing facilities in the Chicago 
regional disbursing office for veterans benefit payments, and $1,086,748 for 
increased work volume. This results in an anticipated overall average unit 
cost for fiscal year 1961 of $0.0427 after giving effect to management savings 
of $968,689 as realized or anticipated. 

Postage and fees paid.—This represents reimbursement to the Post Office De- 
partment for the cost of individually mailing checks and bonds, the bulk mailing 
of salary checks, miscellaneous parcel post and fees for registered and certified 
mail. The estimated unit cost of this item in 1960 is $0.03867 and in 1961 is 
$0.0368. In prior years this cost has been included with the processing cost 
for each major type of payment under each activity. However, it is believed that 
by showing the postage and fees cost separately under the applicable activity, 
a better analysis can be made of the processing cost, as well as the postage cost, 
which constitutes a fixed charge for reimbursement to the Post Office Department. 








1! 
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EXPLANATION OF LANGUAGE CHANGES 


No appropriation language changes will be necessary during the fiscal year 
1961. 
Analysis of appropriation base 














Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+-) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
Positions tions positions 

1. Processing payments..--.......-- 1,811.5 |$21, 732, 196 | $195,158 |_.-.-.-.-..- —46.6 | —$195, 158 
2. Issuance of savings bonds---..---- 54.5 267, 804 3 | ae —3.1 —6, 106 
BME wcughiinaontecaucasseuap 1, 866.0 | 22,000,000 | 201, 264 |-.-.-.--..-. —49.7 —201, 264 























Mr. Gary. This item will be justified by Mr. J. F. Cannon, the Chief 
Disbursing Officer. 
And we will be glad to hear from you at the present time, Mr. 
Cannon. 
GENERAL STATEMENT 


Mr. Cannon. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I appreciate the priv- 
ilege of appearing before you today to present the appropriation esti- 
mates of the Division of Disbursement for the fiscal year 1961. 

The Division of Disbursement was established under authority of 
section 4 of Executive Order 6166, dated June 10, 1933 (5 U.S.C. 124). 
This order resulted in the consolidation of the disbursing activities of 
all civilian agencies of the executive branch of the Government, except 
the Post Office Department, U.S. marshals, and certain Government 
corporations, into one agency in the Treasury Department. 

At the time it was established there was transferred to the Division 
of Disbursement the disbursing work performed by more than 500 
separate disbursing officers, with an annual work volume of 29 million 
items. Today the Division of Disbursement makes payments and 
issues savings bonds for more than 1,400 separate Government offices. 
In 1935 the average production per employee was 28,000 items. In 
1959 each employee produced an average of 138,000 items, a gain in 

roductivity of 393 percent. The total work volume for the current 

scal year (1960) is expected to reach 285 million items, almost 10 
times the work volume at the time the Division was established. We 
have been able to keep pace with this tremendous increase in work 
volume through our earlier programs of mechanization and our cur- 
rent program for adaptation of high-speed electronic machines to our 
processes. With the committee’s permission I would like to go into 
these matters in detail later on. 


BASIS FOR PREPARING 1961 APPROPRIATION ESTIMATES 


The estimates of work volume (i.e., checks and savings bonds pre- 
me and issued) for the fiscal year 1961 were obtained from the 
epartments and agencies concerned. We cannot control the volume 
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of work to be processed, but must be prepared at all times to make 
prompt payments to veterans and their dependents, social security 
annuitants, Government employees, and ne creditors generally, 
based. upon certifications of the various departments and agencies. 
We must, therefore, rely upon the estimates of work volume prepared 
and submitted by such departments and agencies, in determining our 
appropriation requirements. 

The Division employs a variety of check production techniques for 
different types of checks. Unit costs are developed for each of the 
several types of checks. In estimating our requirements for 1961 the 
actual unit cost for each type of check for the latest completed year 
(1959) was analyzed and adjusted to exclude nonrecurring costs in- 
curred in 1959. The cost was further reduced by the amount of savings 
expected to accrue from management improvements started in 1959 
and additional management savings anticipated in fiscal years 1960 
and 1961. Adjustments were also made to the base cost to give effect 
to changes in program activities and the procurement of essential 
ag rg required to take care of the greatly-increased work volume. 
The unit cost so determined was then applied to the estimated work 
volume furnished by the departments and agencies in arriving at the 
amount of appropriation needs for the fiscal year 1961. 


INCREASES REQUESTED 


We are requesting an appropriation of $23,482,000 for “Salaries and 
expenses,” Division of Disbursement, for the fiscal year 1961. Of this 
amount, $10,873,822, or 46 percent, is for postage and postal fees. The 
amount requested for 1961 represents an increase of $1,482,000 over the 
amount appropriated for 1960. This is a net increase consisting of 
additional costs for 1961 totaling $1,683,264, less additional savings 
of $201,264 which we estimate will be possible in 1961. The gross in- 
creased cost of $1,683,264 consists of the following : 


(1) Increased workload in 1961 over 1960, aggregating 14,259,000 
EE aE SEI NEE Anan ey ar eee RL a $1, 086, 748 
(Overhead was excluded from the unit cost in arriving at the 
estimated cost for processing the increased workload. More than 
half of the cost is for postage and will be paid to the Post Office 
Department. ) 
(2) Equipment needed to handle the increased workload and, as a 
bare minimum, to replace wornout machines_____-_________~- 75, 000 
(3) Additional cost necessitated by the Federal Employees Health 
Benefits Act of 1959 (Public Law 86-382, approved Sept. 28, 
Le eee ee Seay ee Oa ee eRe enn S eer nes ee 112, 000 
{4) A 1-time cost for establishing electronic facilities in the Chicago 
regional disbursing office, which will utilize magnetic tape in 
check production, including 5 million veterans check per 
month, coordinate with plans of the Veterans’ Administra- 
tion to consolidate its benefits accounting and statistical 
Ce RR DEE ES Sees ee cee eee eT oe RE See Sere ee 409, 516 





Ee ee ee eee ee a Ee toe ie eee ne ae 1, 683, 264 


The fourth item of $409,516 for the one-time cost of agrees 
electronic facilities in Chicago will be recouped by savings in 1962 an 

thereafter. I will have more information on this item later on in 
discussing our plans for the operation in Chicago. 
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VETERANS’ PENSION ACT OF 1959 


Of the 14,259,000 increase in our workload for 1961, 3,500,000 pay- 
ments will result from the Veterans’ Pension Act of 1959 (Public pl 
86-211, approved August 29, 1959). Included in the estimate of $1,- 
086,748 for increased work volume is an amount of $282,000 to handle 
the additional veterans’ pension payments. The act, however, will 
place a further burden on us by necessitating changing rates of pay- 
ment on 850,000 cases and establishing 300,000 new payment records. 
The estimated cost for the rate changes is $52,500, and for establish- 
ment of new payment records $26,600, a total of $79,100, but we are 
not asking for funds for this work. We will try to find additional 
savings to enable us to defray this expense in 1961. 


MANAGEMENT SAVINGS 


We have always pursued a vigorous management improvement 
program aimed at achieving the most efficient and economical opera- 
tion possible. For the fiscal year 1959 we were able to realize savings 
from this program totaling $599,433. The savings in 1959 enabled 
us (a) to realize the anticipated savings projected in our original 
and supplemental 1959 appropriation requests; (>) to pay the cost of 
within-grade promotions required under the act of October 28, 1949 
(5 U.S.C. 1121); (¢) to change rates of pay for Government em- 
ployees and civil service retirees required by the act of June 20, 1958 
(Public Law 85-462), and June 25, 1958 (Public Law 85-465) ; (d) 
to partially restore seriously depleted inventories resulting from 
shortage of funds available in 1958; and (e) to take care of other items 
of expense not provided for in the 1959 appropriation. 

As a result of management savings actually realized in 1959 and 
further savings believed possible of attainment in 1960 and 1961, our 
1961 appropriation request has been reduced by $968,689. I have a 
statement showing a breakdown of the amount of actual and estimated 
savings by which our 1961 estimates have been reduced. With your 
permission I would like to have this statement inserted in the record. 

Mr. Gary. Without objections, it is so ordered. 
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(The information referred to follows :) 


Statement showing reduction in fiscal year 1961 appropriation estimates for 
actual and estimated savings 


Actual savings in fiscal year 1959 $599, 433 


(a) 1-time saving in cost through improved procedure 
for changing payment files for the social security 











rate increase (Public Law 85-840) --.--_-______ $152, 055 

(b) Savings applicable to reimbur nts. 10, 455 
—————_ 162, 510 
Total 436, 923 
Carryover savings projected into fiscal year 1960. 188, 060 





Savings anticipated for tax refunds by reason of imprinting an addi- 

tional volume of checks from punched cards furnished by Internal 

Revenue Service, projected into fiscal year 1960 63, 342 
Savings believed possible of attainment from specific projects in fiscal 

year 1961, as set forth in the justification of the 1961 appropriation 

request (deducted from base in the estimates) 201, 264 
Cost of changes in existing files to effect rate increases in benefits to 

veterans for non-service-connected disability, to be absorbed (Vet- 

erans Pension Act of 1959) 42, 500 
Additional cost to establish files for new awards of non-service-con- 

nected disability, to be absorbed (Veterans Pension Act of 1959) _ 26, 600 











Total 968, 689 


Mr. Cannon. I bring the matter of these hoped-for savings to your 
attention with no little concern, knowing full well that we are com- 
mitting ourselves to an ambitious program. We have allowed our- 
selves no cushion for contingencies such as unanticipated increases in 
work volume, increases in the cost of envelopes, blank check stock, and 
a items of supplies, or an increase in the cost of machine 
rental. 





COST FOR SOCIAL SECURITY WORK TO BE PAID FROM TRUST FUNDS 


Of the total amount of $23,482,000 requested for 1961, an estimated 
44 percent, or $10,341,370, will be expended for work performed by 
the Division of Disbursement in issuing checks for social security 
benefits. Section 201(g) of the Social Secuxity Act as amended (42 
U.S.C. 401(g) ) requires the Secretary of the Treasury, as the manag- 
ing trustee of the Federal old-age and survivors insurance trust fund 
and the Federal disability insurance trust fund, to withdraw from 
the two trust funds the amount of the estimated expenditures of the 
Treasury Department for the administration of titles IIT and VIII of 
the Social Security Act, and to repay such amount into the general 
fund of the Treasury. While the amount covering the work of the 
Division of Disbursement, estimated at $10,341,370 for 1961, will 
stand as a charge to the appropriation for the Division, an equal 
amount will be included in the total repaid to the general fund, thereby 
reducing total budget expenditures. The remaining amount requested 
for 1961, or $13,140,630, is the measure of the total budget expendi- 
ture for the central disbursing function. 
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CLOSING OF REGIONAL DISBURSING OFFICES 


I advised this committee last. year that we planned to close several 
of our regional disbursing offices coincident with the transfer of vet- 
erans’ benefit payments from those offices to the Chicago regional dis- 
bursing office. The planned transfer of veterans’ benefit payments 
to Chicago necessitated a thorough study of its effect upon the Divi- 
sion’s regional office structure. In conducting this study we considered 
from the standpoint of each regional disbursing office (1) veterans’ 
workload to be transferred out; (2) the workload that would remain ; 
and (8) the best possible geographic location at which to handle the 
remaining workload in order to assure continued timely disbursing 
service for the hundreds of administrative offices involved. 

Upon the basis of our findings, in April 1959 the Secretary of the 
Treasury authorized the closing of the regional disbursing offices in 
Atlanta, Cleveland, Los Angeles, Minneapolis, Richmond, and St. 
Louis. The scheduled closing dates in chronological sequence for the 
offices mentioned are: 

February 29, 1960 : Cleveland, Ohio, and Los Angeles, Calif. 

April 30, 1960 : St. Louis, Mo. 

June 30, 1960: Atlanta, Ga., and Richmond, Va. 

July 31, 1960: Minneapolis, Minn. 

We are mindful of our responsibility toward the employees of the 
offices to be closed, a number of whom have had many years of service. 
Shortly after the Secretary announced the closing of the six offices, 
I visited each office to assure the employees personally that we would 
do everything possible to assist them to find other jobs if they desired 
to remain at their present locations. If they were agreeable to trans- 
ferring to Chicago or other regional offices when vacancies occur, I 
assured them they would be given every consideration. Many em- 
ployees have already been placed through transfers to other agencies. 
These transferred employees have had to be replaced by temporary 
employees in order to keep the work moving. As time goes on we will 
intensify our efforts in an endeavor to see that all who want jobs are 
suitably placed. 


CONSOLIDATION OF VETERANS’ PAYMENTS 


This committee has been informed of the plans of the Veterans’ 
Administration to consolidate its benefit accounting and statistical 
work from its 67 regional offices into a single office in the Chicago 
area, using electronic data processing equipment. Conversion to the 
consolidated system is expected to begin in January 1960 and to be 
completed by January 1961. 

Coincident with the transfer of veterans’ benefits accounting to the 
Chicago area, the Division of Disbursement will transfer to the Chi- 
cago regional disbursing office the veterans’ payment operations now 
performed in Washington and 20 other regional disbursing offices. 
During the interim period, as the workload in Chicago builds up, we 
plan to utilize our high-speed Burroughs checkwriting equipment to 
print the veterans’ checks, using punched cards. Beginning in Octo- 
ber or November 1960, at which time it is expected that the concen- 
trated volume will be great enough to justify it, we plan to install elec- 
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tronic machines to punch and print checks from magnetic tape. This 
tape will be electronically updated (or kept current), using tape prod- 
ucts of the Veterans’ Administration’s own accounting system. We 
will use the same equipment in our Chicago office to eee checks for 
other repetitive payments handled in that office, including social secu- 
rity benefits, public debt interest’ payments, salaries, and so forth. 
Ultimately we expect to be producing 9 million checks monthly in the 
Chicago regional disbursing office, using tape-operated electronic 
equipment. This will represent more than a third of all checks issued 
by the Division of Disbursement and one-fourth of all checks issued 
by all disbursing officers of the U.S. Government. 

In planning for this large-volume operation in Chicago, the advan- 
tages and economy to the Post Office Department to be derived from a 
primary mail sort by the Chicago regional disbursing office were imme- 

iately apparent. We have been working closely with representatives 
of the Post Office Department and the administrative agencies on 
arrangements which will ultimately enable us to turn checks over to 
the post office, sorted mechanically as to all of the 50 States and 47 
of the largest cities, at a very low cost to us. Postal officials are 
enthusiastic about this plan and have advised us that it will result in 
savings to them which will far exceed our additional cost. 

I have already mentioned that the magnetic payment tape will be 
kept current, using change tapes produced by the Veterans’ Admin- 
istration in the maintenance of its benefit accounts. This will result 
in a very effective integration of the disbursing operation with the 
accounting operations of the Veterans’ Administration. To complete 
the picture, the disbursing operations likewise will be effectively inte- 
grated with the electronic check payment and reconciliation operations 
of the Treasurer’s office through the medium of a magnetic tape which 
we will produce at a very for cost in connection with the check- 
preparation processes of the Chicago regional disbursing office. 

This — will contain the disbursing account symbol number, 
check numbers and amounts, and block totals. It will be forwarded 
to the Office of the Treasurer of the United States, where it will serve 
two purposes: first, it will enable prompt detection of differences in 
amount of check issues and checks presented for payment; second, it 
will enable direct reconcilation of paid checks for the Chicago account 
against check issues, without the time-consuming operation of search- 
ing the outstanding items on tabulated check listings and punching 
cards therefor. We are informed by representatives of the Treasurer 
that the direct use of such tape (which will cover approximately one- 
fourth of their volume) will result in worthwhile savings in their 
operations in fiscal year 1962. 


INVESTMENTS FOR FUTURE SAVINGS 


As I mentioned earlier, part of the increase in fiscal year 1961 
estimates over 1960 is an item of $409,516, which will be required to 
establish facilities in the Chicago regional disbursing office for the 
production of checks by the use of magnetic tape-operated punches 
and printers. This expenditure is essential to enable the Division of 
Disbursement to:carry out its greatly expanded functions in Chicago, 
which will be brought about by the consolidation of all veterans’ bene- 
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fit payments in that city. The equipment to be installed in the Chi- 
cago regional disbursing office will enable the division to make the 
fullest and most economical use of magnetic tape products of the Vet- 
erans’ Administration’s accounting and will also Save the capacity to 
take on some 4 million other periodic payments in Chicago. 

We feel confident that this equipment has potential for future 
savings, and that it should, therefore, be viewed as an investment. 
At this point, I would like to digress briefly to give this committee a 
final report on the results of our investment in high-speed mechanical 
checkwriting equipment, beginning in 1949. 

In that year, after enlace investigation and study, we reached 
the conclusion that the best equipment then available for our purpose 
was a machine (which I shall hereafter refer to as model 9300), using 
metal name and address plates and a sensing amount section, capable 
of simultaneously printing and punching 100 checks per minute. 
With the concurrence of, and funds provided by the Congress, we 
began converting our periodic payments to model 9300 machines in 
1949. <A total of $944,856 was invested in the purchase of model 9300 
and peripheral equipment and $482,853 was expended in converting 
the division’s payment files to the specialized plates compatible with 
model 9300. Thus, the overall investment in model 9300 installations 
totaled $1,477,709. 

As of the close of the fiscal year 1959 we had realized cumulative 
savings from this equipment totaling $4,307,227, or about three times 
the entire cost. 

I have with me some charts which I have marked “Appendix 1, 2, 
5,and 4.” I think these charts will serve to illustrate more effectively 
than words that the investment of $1,478,000 which this committee 
authorized has paid off. With your permission, I would like to have 
the charts inserted in the record at this point. 

Mr. Gary. Without objection, it is so ordered. 


(The information referred to follows :) 


50114—60——16 











APPENDIX 1 


WORK VOLUME AND COMPARATIVE PROCESSING COST 
FISCAL YEARS 1952 TO 1961 
(Postage Not Included) 
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1952 - Accounting cost 
1953 - Accounting. This function transferred to Division of Central Accounts January 4, 1953 (Treasury Order No. 164). 
1955-1956-1957 - Pay increase of 7% retroactive to March 13, 1955 (Pay Act of 1955). 
1958 through 1961 - Pay increase of 104% (in addition to the 74%) effective January 12, 1958 (Pay Act of 1958). 
ae Aopen - hye ae ——— 8 to the Group Life and Accidental Death and Dismemberment Fund 
vi ce eat Fund (Acts ved August 17, 1954 aad July 31, 1 
1961 - Federal Employees Health Benefit Act of real “i sia ae teat 





























241 














APPENDIX 2 
PROCESSING UNIT COST 
FISCAL YEARS 1952 TO 1961 
(Postage Not Included) 
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a/ Fort comparative purposes, processing costs have been adjusted to exclude the following: 
1952 - Accounting cost 
1953- Accounting. This function transferred to Division of Central Accounts January 4, 1953(Treasury Order No. 164). 
1955-1956-1957 - Pay increase of 74% retroactive to March 13, 1955 (Pay Act of 1955). 
1958 through 1961 - Pay increase of 104% (in addition to the 74%) effective January 12, 1958 (Pay Act of 1958). 
1955 through 1961 - The Government’s contributions to the Group Life and Accidental Death and Dismemberment Fund 
and 64% to the Civil Service Retirement Fund (Acts approved August 17, 1954 and July 31, 1956, respectively). 
1961 - Federal Employees Health Benefit Act of 1959. 













APPENDIX 3 


NUMBER OF EMPLOYEES 
FISCAL YEARS 1952 TO 1961 
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‘For comparative purposes, employees engaged on accounting work in fiscal years 1952 and 1953 
have been excluded. This function was transferred to Division of Central Accounts January 4, 1953 
(Treasury Order No. 164). 
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APPENDIX 
AVERAGE PRODUCTION PEK EMPLOYEE 
FISCAL YEARS 1952 TO 1961 
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Mr. Cannon. I have gone back to fiscal year 1952 in presenting 
these charts for the reason that in 1952 we had our highest unit cost 
since 1947, $0.064 per check, due largely to the substantia] expenditure 
that year for model 9300 equipment. Since postage is not a check- or 
bond-processing cost and, moreover, did not become a charge to our 
appropriation until 1954, it has been excluded for comparative 
purposes. 

WORK VOLUME AND COST THEREFOR 


I am now referring to these charts, gentlemen. 

Appendix 1: Under the heading of “Work volume” on appendix 1, 
the committee will note an increase from 198.1 million items in 1952 to 
298.8 million in 1961, an increase of 50 percent. On this chart under 
“Processing cost,” the actual total processing cost, denoted by the solid 
line, was $12.7 million in 1952 and is expected to be $12.8 million in 
1961, an increase of less than 1 percent Respite a 50-percent increase 
in work volume. 

It is interesting to note that by excluding the cost of disbursement 
accounting, pay raises, and costs for insurance and retirement so as to 
place each of the years 1952-61 on the same comparative basis, there 
would be a decrease, as denoted by the broken line, from $11.8 million 
in 1952 to $10.9 million in 1961. 

— 2: On appendix 2, you will note that the actual unit 
cost, denoted by the solid line, dropped from $0.064 in 1952 to $0.043 
in 1961, a decrease of more than 2 cents per item, or 33 percent. By 
making the same exclusions here for comparative purposes as we did 
on appendix 1, the unit would be $0.059 in 1952 and $0.037 in 1961. 


NUMBER OF EMPLOYEES 


Appendix 3: On appendix 3 we have shown what happened since 
1952 as regards our personnel strength, a drop from 2,712 employees in 
1952 to 1,930 in 1961. This is a 29-percent reduction, despite an in- 
crease of 50 percent in work volume as shown on appendix 1. 


EFFECT OF MECHANIZATION ON PER CAPITA PRODUCTION 


Appendix 4: Conversely, production per employee, as shown on 
appendix 4, will increase from 73,000 in 1952 to 155,000 items in 1961, 
an increase of 112 percent. 

Mr. Chairman, we do not say that the results of our operations since 
1952 are due entirely to our investment in model 9300 mechanical 
checkwriting machines. There have been many other management 
improvements during this period that have also contributed to the 
record we have made in reducing personnel and realizing savings. 
However, a very substantial part of the savings is directly attributable 
to the model 9300 machines. 

These machines have done a very fine job. There can be no ques- 
tion about that. However, due to their age and condition, and their 
limitations as to operating speed, model 9300’s must give way to the 
much faster and more versatile electronic machines. The high cost 
metal plate files must give way to the more economical magnetic tape 
payment files. Over and above all of the technological considerations 
involved, there is also the important factor that we will be able to 
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make direct use of magnetic tape records furnished as a byproduct of 
the agency’s accounting system. 

On the basis of our studies over the past year and a half, we are 
convinced that the investment we are proposing for a magnetic tape 
electronic checkwriting operation in Chicago will yield substantial 
returns in the form of savings in future years, as has the investment 
in model 9300 equipment. 

Mr. Chairman, that concludes my statement. I will be happy to 
try to answer any questions that the committee may have. 


NUMBER OF EMPLOYEES AND WORKLOAD 


Mr. Gary. You are showing an increase in the average number of 
employees from 1,866 estimated in 1960 to 1,887 in 1961. What is the 
basis for that increase, Mr. Cannon ? 

Mr. Cannon. Mr. Chairman, the net increase of 21 employees for 
1961 is due entirely to increase in work volume. As I mentioned, 
we have over 14 million increase in our work volume in 1961. 

Mr. Gary. Do you have a comparative table of work volume that 
you can place in the record ? 

Mr. Cannon. Yes; I do. 

Mr. Gary. That is for the past few years. 

Mr. Cannon. How far va would you like to go? 

Mr. Gary. I would say for the last 5 years. 

Mr. Cannon. I will be glad to furnish that table for the record, 
Mr. Chairman. 

(The information referred to follows :) 


FiscaL ServicE—Bureav or Accounts, Division oF DIsBURSEMENT 


Statement reflecting actual and estimated work volume, increase in work volume over 
prior years, average employment, projected employees, and reduction in personnel 
requirements resulting from improved methods for fiscal years 1957 through 1961— 
Direct appropriation 





Reduction in 
Projected | personnel re- 
Increase or employees | quirements 
Fiscal year Work decrease over Average based on {resulting from 
volume prior year | employment | fiscal year improved 


1956 work methods 
methods since fiscal 





year 1956 
1957 Ree nee ee , 566 | +16, 317, 806 1, 908 2, 022 114 
eee ORES 260, 676, 581 | +-20, 883, 015 1, 965 2, 241 276 
Tn cicnngtin nh va ddaeaoanewewd , 889, 434 | +9, 212, 853 1, 908 2, 393 485 
1960 (estimated) -.........----.- 281, 222,000 | +11, 332, 566 1, 866 2, 423 557 
1961 (estimated) -.....---.--.-.-- 295, 481,000 | +14, 259, 000 1, 887 2, 527 640 




















Note.—The actual increase of 21 employees in 1961 over 1960 is the net effect from the increase in work 
volume and the impact on organization and operations in establishing a payment center in Chicago for 
veterans compensation and pensions, social security benefits, etc. Involved in this program are (1) the 
shift of work from and to other regional offices; (2) the training of employees for the EDP system; (3) the 
extended period of operational change to the EDP system (delivery of equipment Oct. 1, 1960); and (4) the 
closing of certain regional offices. Requirements for increased workload of 14,259,000 items in 1961 will 
amount to 94 employees. Other additional needs for personal services enumerated above less employees 
on by closing offices and anticipated management improvements reduce the overall increase to 21 over 


Mr. Gary. Do I understand that the increase in volume is more 
than taken care of by the personnel that you are saving because of 
the introduction of labor-saving methods ? 
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Mr. Cannon. Mr. Chairman, 1961 will be a very difficult year for 
us because we will be just getting into the new electronic methods in 
November and December. We expect to have a lot of problems to 
work out. There will be a great deal of dislocation. Moreover, we 
will have people that are not familiar with this type of equipment in 
operating jobs. We will have to hire new employees to replace those 
of our closing regional offices who do not wish to transfer to Chicago, 

We do not expect to have net savings in personal services cost in 
1961 because of our going over to the new electronic method of check 
preparation in Chicago. We do expect, however, to have savings on 
that score in 1962. 

Our increased costs in 1961 for personal services will be net of the 
personnel that we expect to save other than in the Chicago operation 
and will be entirely due to the increase in workload. 


COMMUNICATIONS SERVICES 


Mr. Gary. Another item that you have an increase in is communica- 
tions services. Your expenditure for communication services in 1959 
was $9,674,000. The estimate for 1960 is $10,403,000 and the estimate 
for 1961 is $10,971,000. 

Why that increase ? 

Mr. Cannon. That increase, Mr. Chairman, is due to the postage 
on the increased work volume, something over $560,000 in 1961. 

Mr. Gary. Is there a postage increase for both of those years? 

Mr. Cannon. Yes, sir; we had a rate increase in August 1958 and 
an increase in work volume for both the years 1960 and 1961. ~ 


RENTS AND UTILITIES 


Mr. Gary. Your rents and utilities are increasing from an actual 
expenditure of $775,000 in 1959 to an estimated expenditure of $1,044,- 
000 in 1960 and $1,386,500 in 1961. 

Mr. Cannon. That is correct, Mr. Chairman. 

The major portion, by far, of those increases is due to our increased 
use and anticipated increased use of electronic accounting machines 
and automatic data-processing equipment. 

That. is a substantial increase, and I would like to go into it in some 
detail, if you do not mind, Mr. Chairman. 

Mr. Gary. Go ahead. 


RENTAL OF EQUIPMENT IN LIEU OF PURCHASE 


Mr. Cannon. I would like to answer that question under two head- 
ings. 

First, there is the question of our paying rent in lieu of purchasing 
new equipment of the type we have been using heretofore. We have 
an equipment inventory of about $3 million. That is the inventory 
cost value of the equipment we have been using. 

If we were a commercial concern, we would charge off depreciation, 
probably based on an average of 10 years life. That would result in 
about a 10-percent replacement, or new equipment purchases every 
year of around $300,000. Actually, prior to 1955 our equipment pur- 
chases averaged somewhat in excess of $300,000 annually. 
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However, in 1955, our equipment purchases dropped to less than 
an average of $100,000 mens ye erefore, it is our feeling that 
part of this increase in rental should be considered in the nature of 
an expenditure in lieu of the purchase of new equipment, or the re- 
placement of equipment no longer serviceable. 


RENTAL OF EQUIPMENT IN LIEU OF HIRING ADDITIONAL PERSONNEL 


Second, I would like to point out that a portion of the expenditure 
for increased rentals should be considered in the nature of an expen- 
diture to enable reduction in personal services cost. : 

Mr. Chairman, if we contemplated using in 1961 the same produc- 
tion methods that we were using in 1955 (before we got into electronic 
and automatic data-processing equipment) we would require 2,778 
employees in 1961 instead of the 1,887 employees that we are asking for. 
That is a difference of 891 employees. 

Thus, the increased cost for equipment rental is more than offset by 
substantial reductions in the ha as of equipment and greatly re- 
duced personnel requirements. 


RENTAL SAVINGS FROM CLOSING REGIONAL OFFICES 


Mr. Gary. Do you not save some rental costs by closing these various 
regional offices ? 

Mr. Cannon. Yes, sir; that saving has been given effect in our 1961 
estimates. 

Mr. Gary. Has it been taken into account in these figures ? 

Mr. Cannon. Yes, sir. 


CONTRACTUAL SERVICES 


Mr. Gary. In the matter of other contractual services, you had ap- 
proximately $152,000 actual in 1959. That goes up to $171,879 in 1960 
and $427,652 in 1961. What is the reason for that jump? 

Mr. Cannon. That increase, Mr. Chairman, is due partly to the cost 
of alteration of the space in our Chicago office to make it suitable for 
electronic equipment. There are certain things that have to be done, 
such as installing a raised flooring so that all the electric cables can be 
laid underneath the floor; the space has to be air conditioned since 
that is another requirement of the electronic equipment; total increase 
for alteration of space, $110,000, in 1961. 

Another item of that increase is due to cost for health benefits under 
Public Law 86-382, $112,000. Other costs, including repairs to equip- 
ment, will go up $33,773 in 1961. 

Those items, Mr. Chairman, make up that difference. 


NUMBER OF EMPLOYEES AND WORKLOAD 


Mr. Gary. Do you have a comparative table of increased workload 
and a comparative table of personnel setup in a way that will give 
some idea as to what actual savings in personnel is resulting from the 
more improved methods of handling your work ? 

Mr. Cannon. Mr. Chairman, we have the information readily 
available in our office. I would like to suggest that we take the same 
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table that you requested a few moments ago and add to it the addi- 
tional data on personnel. Would that be sufficient ? 

Mr. Gary. Yes; I think it would be. 

Mr. Cannon. Showing the increases in workload and the person- 
nel requirements brought about by these increases so that would give 
you all in one table the information that you are asking for. 

Mr. Gary. That is what I would like to have. 

Mr. Cannon. We will insert that. 

Mr. Gary. Fine. Thank you. 

(The table referred to may be found on p. 245.) 

Mr. Canfield. 


DETERMINATION OF UNIT COST 


Mr. Canrietp. Mr. Cannon, if you were to develop a figure toda: 
for your immediate unit costs for items; the rate would include all 
known factors, expenses and costs, and so forth. How do you arrive 
at your unit cost in your operation ¢ 

Mr. Cannon. Our unit cost is based upon all items of expenditure 
that go to make up our appropriation. We do not have any programs 
which do not enter into our unit cost per item so that our unit costs 
can always be readily determined by dividing our total work volume 
into the total amount of our obligations. 

In determining the estimated unit cost for the budget year, we go 
back to the latest completed year which was 1959. We know what 
that unit cost was. We take into consideration any items that will 
not be recurrent; in other words, any abnormal items peculiar to that 
year. Then we adjust by anticipated savings that we expect to realize. 
The resulting unit cost that we arrive at is what we base our estimates 
upon for the budget year. There is not a thing in there that is not 
covered, Mr. Canfield. 

Mr. Canrtetp. I am sure of that, Mr. Cannon. 

I want to say to you this morning, that your presentation, your 
accounting of your stewardship has always pleased me and I am sure 
other members of the committee. I recall with no little pleasure your 
predecessor, Mr. Banning, his appearances before this committee, and 
what delight he had in telling us, “We have cut the unit cost for this 
year and we are going to cut it next year.” He established a mark to 
shoot at and you are certainly shooting at it very well. 

I hear that Mr. Banning is now domiciled in Florida. I hope he 
- well and happy. I wish he could be in this room here today to hear 

is protege. 
r. ieee I will be glad to pass your thoughts on to Mr. Ban- 
ning the next time I see him. He drops in occasionally to see us. 
r. CanFieLD. That is all, Mr. Chairman. 

Mr. Gary. Mr. Steed. 

Mr. Streep. Mr. Cannon, all I have to say is I think that you are 
doing a fine job from the standpoint of savings and efficiency, but 
also due to this rather fantastic increase in the units of work you are 
called on to perform, that this mechanization is mandatory just as 
a clearly physical proposition whether it saves any money or not. 

So far as I am able to determine I think that situation is going 
to continue to get larger and not smaller. I think that these steps 
you are taking are certainly timely and they have been delayed longer 
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than possibly they should have been, that certainly any further delay 
would not be in the best interests of efficiency. 

I co tulate you on the progress you are making. 

Mr. Cannon. Thank you, Mr. Steed 

Mr. Steep. That is all I have. 

Mr. Gary. Mr. Pillion? 


SAVINGS BECAUSE OF MECHANIZATION AND CLOSING OF REGIONAL OFFICES 


Mr. Pitxti0on. Mr. Cannon, I note that most of the regional offices 
will be closed pretty much during this fiscal year. I am wondering 
why the rents and the number of employees are not reduced in this 
consolidation of all your work in one place in Chicago and why the 
effect of the closing of these offices does not show up in the 1961 costs? 
That is for a little more understandability on our part, say. 

Mr. Cannon. Mr. Pillion, we are going to do everything we pos- 
sibly can in 1961 to save money and to save employees. 

But we are getting into something now that isnew. This is the first 
time that any agency has ever tried to write checks in this manner. 
We have the assurance of people who are thoroughly familiar with 
electronic equipment that it will work. 

Mr. Prion. And this magnetic ta 

Mr. Cannon. The magnetic tape is used to drive punches and print- 
ers. But until we actually get into it we do not know just what to 
expect. 

As I mentioned a while ago, we are certain that there is no cushion 
in our estimates. We do not expect to be able to realize any net sav- 
ings despite our best efforts in 1961. We need to have a period of 
shakedown, until all the people who are going to operate it and work 
with this new equipment know what they are doing. 

We feel that our savings in personal services will go up appreciably 
in 1962. 

It might be interesting to note that in 1962 we will undertake to 
reduce, if we do not have any further increase in workload, over $1 
million. That is made up of $400,000 for savings in closing the offices 
which we have not projected into 1961 and $642,000, the cost of setting 
up the electronic equipment in Chicago. 

So I can assure you and the chairman that in 1962 there should be 
some appreciable effect of what we are doing now. 

Mr. Prtuton. That is roughly the $1 million that you talked about 
here, the $400,000 and the $600,000, and a possible saving from loss on 
employees ? 

Mr. Cannon. That would include the savings in personal services. 

Mr. Pritton. I see. 

Mr. Gary. Will the gentleman yield ? 

Mr. Pixon. I yield. 

Mr. Gary. A member of our staff visited the Chicago office this 
fall and he tells us that they explained to him that you would still 
have to feed these cards into this tape machine. 

Mr. Cannon. I am wondering if he does not have reference 
to the Burroughs type of equipment that we are now using in 
Chicago. It is true that is a card-feed machine that utilizes a punch- 
card. But after we get the electronic data processing equipment 
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in Chicago, the direct input into that machine will be a magnetic tape 
on which will be information similar to what is now punched in cards 
except it will be represented by magnetic dots on the tape. 

So we will then not be using a card input on that erga of the 
work that comes from the Veterans’ Administration. The remaining 
workload of some 4 million items will represent social security 
benefits and public debt interest checks. When social security 
goes on data processing machines in Chicago (and they are moving in 
this direction) they will give us a magnetic tape the same as the Vet- 
erans’ Administration. In the meantime we will be using as input 
for changes a punched card, to update the magnetic tape payment 
file which we will use to punch and print checks for all social security 
beneficiaries. 

The changes to our magnetic tape for social security and public 
debt interest checks will be introduced in the form of punched cards, 
because the only way to get it on tape without having a change tape 
is through the medium of a punched card. 

Mr. Gary. Is the tape which comes over from the Veterans’ Admin- 
istration made up from cards in the Veterans’ Administration office? 

Mr. Cannon. I might go back and try to outline the cycle. The 
Veterans’ Administration will get from its field offices on the basis 
of adjudications or changes of address, either a card or a punched 
tape. This card or punched tape will be used to feed into the ma- 
chines in the Veterans’ Administration center to update their bene- 
ficiary account tape files. 

At the same time, as a byproduct of that operation, they will make 
a change tape which will have the information that we need, such as 
the new cases coming on, changes of address, or cases to be dropped. 
That change tape will then be sent to our office where it will be 
directly introduced into our equipment to change the payment tape 
file. We will not use any card input in the actual payment operation 
because that would not be possible. The payment operation is based 
upon the use of a magnetic tape, first, to punch the holes in the check, 
and, second, to actually print the payee information on the check. 


RENTAL OF EQUIPMENT IN LIEU OF PURCHASE 


Mr. Piniron. Mr. Cannon, is this machinery that is to be installed 
to be purchased or to be rented ? 

Mr. Cannon. It will be rented. 

ane. Pituion. Why are we not able to purchase it instead of renting 
it? 

Mr. Cannon. Our committee that made the feasibility study rec- 
ommendated in favor of rental. They determined that over a period 
of 4 years the rental would just about equal what the purchase price 
would be. 

But this is something new. We know that within the next year or 
so there will be a better piece of equipment which will enable us to 
do our punching and printing job faster and cheaper than the separate 
punches and printers now available. 

In the meatime if we bought the equipment we would be at a dis- 
aivantan? in switching over to the new equipment as it becomes 
available. 
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There is another factor which must be considered, and that is the 
trend toward the use of character recognition on paper checks. The 
American Bankers Association is fostering the use of magnetic ink 
characters at the bottom of the check. You may have seen such 
checks. Those magnetic ink characters on the paper check would 
do the same thing that punched holes now do in a card check. 

We anticipate that in several years, as soon as the system becomes 
widespread and all Federal Reserve banks get the equipment to read 
magnetic ink characters we may go back to the paper check, using 
magnetic ink characters in lieu of what we now punch into the card 
checks. 

So for those reasons our feasibility study recommended against the 
purchase of the equipment at this time. It may be that if the condi- 
tions should stabilize enough until we can see several years ahead it 
may be better for us to request authority to purchase the equipment 
rather than to rent it. But as of this moment it does not appear to 
us that it would be wise to spend that much money on something 
that may be obsolete before we got it paid for. 

Mr. Pintionw. My experience, of course, has been, personally, that 
something you buy is always cheaper to operate than on a rental basis. 
And I hope that you can shift to a purchase on the part of the Gov- 
ernment of the machinery as soon as possible, as soon as you find that 
you have a model that is fairly satisfactory for the job because if you 
always look to improvements you are always going to find something 
to improve, just like automobiles. Then you say you are going to 
get the next model, and do not buy this but rent it. You will find the 
rental is a little bit more costly, I think, than owning it yourself. 
That is my personal opinion of the situation. 

Mr. Cannon. We will keep that in mind. 

Mr. Prion. That is my personal opinion of the situation in spite 
of your committee’s findings. 

Mr. Cannon. Yes, sir. We are talking now about a piece of equip- 
ment that costs more than $2 million. 

Mr. Gary. The rentals always take into consideration the fact that 
it might become obsolete, too. 

Mr. Puurton. That is why it is that high. They are not losing 
money by it, you can bet your life on that. I am very keenly inter- 
ested in the U.S. Government financing itself in cash instead of ar- 
rangements that are contemplated here. 

Thank you, Mr. Chairman. 

Mr. Gary. Thank you, gentlemen. 

That will conclude the hearings on the Division of the Bureau of 
Accounts. 

We will adjourn until 2 o’clock this afternoon, at which time we 
will hear from the Bureau of Printing and Engraving. 
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BUREAU OF ENGRAVING AND PRINTING 


WITNESSES 





H. J. HOLTZCLAW, DIRECTOR I 
F. G. UHLER, ASSISTANT TO THE DIRECTOR 
Cc. E. DEERY, CONTROLLER 

A. J. WILSON, ASSOCIATE CONTROLLER c 
B. W. HALLOCK, BUDGET OFFICER 


A. Sources and application of funds (operations) 




































































0 
1959 actual | 1960 estimate | 1961 estimate 
Gross expenditures one applied): 
Engraving and printing: 
ne a quip $2, 401, 700 $2, 471, 600 $1, 508, 800 
xpense: 
Purchase of commodities for manufacture or sale. - 5, 203, 591 4, 430, 000 4, 230, 000. 0 
Other expense 20, 450, 932 20, 044, 110 19, 275, 531 
Card checks: Purchase of commodity and other expense_.- 1, 251, 947 1, 227, 617 1, 268, 754 
Operation and maintenance of incinerator and space uti- 
lized by other agencies: Expense 362, 893 377, 655 377, 655 
Other diveet charges to agencies aoe, services: Expense._... 76, 827 22) 150 30, 000 
Increase in selected working capital 307, EE dn ciacnodinewss N 
Total gross expenditures 29, 747, 890 29, 081, 005 26, 690, 740 
Receipts from operations (funds provided): 
Engraving and printing: Revenue 26, 295, 282 26, 158, 726 25, 525, 297 
Card checks: Rev 1, 252, 051 1, 227, 617 1, 268, 754 
Operation and mairtenance of incinerator and space uti- D 
lized by other agencies: Rev: 362, 893 377, 655 377, 655 
Other direct charges to naeaaied for services: Revenue..... 76, 922 222, 150 30, 000 
| cena pee receipts: Proceeds from sale of equipment... 166, 230 
Decrease in sel working capital. ............--.cccs- 444, 488 120, 055 - 
Total receipts from operations- 28, 597, 866 27, 986, 148 27, 321, 761 
Budget expenditures 1, 150, 024 1, 094, 857 —631, 021 - 
A 
Li 
a 
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B, Revenue, expense, and retained earnings 















































































































































1959 actual | 1960 estimate | 1961 estimate 
Engraving and printing: 
Rev $26, 295,282 | $26, 158, 726 $25, 525, 297 
Expense. 25, 951, 326 26, 083, 230 25, 414, 136. 
Net operating income, engraving and printing--- 343, 956 75, 496 111, 161 
Card checks: 
Rev 1, 252, 051 1, 227, 617 1, 268, 754 
Expense. 1, 251, 947 1, 227, 617 L 268, 754 
Net operating income, card checks 104 
Operation and maintenance of incinerator and space utilized 
y other agencies: 
Rev 362, 893 377, 655 377, 655 
Expense 362, 893 377, 655 377, 655. 
Net operating income, operation and maintenance of 
incinerator and space utilized by other agencies.-.....- 
Other direct charges to agencies for services: 
Re 76, 922 222, 150 30, 000: 
Expense. 76, 827 222, 150 30, 000 
Net operating income, other direct charges to agencies 
for services. 95 
ee S income or loss (—): 
from sale of equipment. 166, 230 
Net Not book value of disposed assets (—) —519, 532 —11, 428 —111, 161 
Net nonoperating loss (—). —353, 302 —11, 428 —111, 161 
Net income or loss i for the year. ............---.<s<- —9, 147 Ci a Ee 
Deficit (—), beginning of y —54, 921 —64, 068 |-....-.-..--.. 
Deficit (—), end of year. —64, 068 
C. Financial condition 
1959 actual | 1960 estimate | 1961 estimate 
Assets: 
Cash with $3, 200, 234 $2, 105, 377 $2, 736, 398. 
Accounts receivable, net 1, 233, 527 1, 233, 527 1, 233, 527 
pee nga § for sale _-.--- 6, 421, 710 6, 708, 400 6, 730, 900. 
cuore and prepaid expense 1, 416, 249 1, 341, 249 1, 201, 249 
Deferred charges..--..-.---- 216, 705 156, 148 150, 688 
DE NN TE a sininn cnn dadinnnoannduacessaskenmmiass 16, 680, 300 17, 305, 219 16, 777, 213 
Lisi coisscesiniakth ce sal ssa saith eink dienniin cena alpminaaal 29, 168, 725 28, 849, 920 28, 919, 975. 
Liabilities: i Lativmsininet Becmubtonbirwaues supe sinanetenuapeaeliiess 3, 981, 3, 598, 990 3, 669, 045 
Government investment: 
Non-interest- Gia sisnnin ad acds~dnes cdibonwss 25, 250, 930 25, 250, 930 25, 250, 930 
RR a had fe tare ncn cna saarnenvanevcinneehaeanageh UE cocoa scence <alow paann asap oe 
Total Government investment ---| 25, 186, 862 25, 250, 930 25, 250, 980 

















Note.—Unpaid undelivered orders are as ogg — 30, 1958, $3,294,560; June 30, et $3,137,950; 


June 30, 1960, $2,750,000; June 30, 1961, $2,500,000. 


orders exclude contracts issued d 


ng the year, 


by only effective in the following year, as follows: 1958, $4,261,595; 1959, $3,804,375; 1960, sd 000, 000; 1961, 


7 


000, 
Unfilled customers’ orders are as follows: June 30, 1959, $216,859; June 30, 1960, $250,000; June 30, 1961, 
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Object classification 





























1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions.__-......-.-.-.--------- 3, 769 3, 462 3,278 
Average number of all employees. -........-.....-.----------- 3, 410 3, 283 3,170 
Number of employees at end of year..---------.-------------- 3, 335 3, 265 3, 150 
I i ING oo iia wnaccnwnsenecencsicnancses 5.4 $5,080) 5.5 $5,104 | 5.5 $5,177 
Average salary of ungraded positions - -..-......-.---..------- $4, 684 $4, 829 4 
01 Personal services: 
oat sie swauaneanbicne $16, 262,247 | $16, 139, 703 $15, 748, 259 
oa oe tae ee nae 1, 111, 820 924, 150 810, 570 
Excess of annual leave taken (—) over leave earned - -- eR ED Bias cai ssieebubvegid Mansa soles amicieage 
Fen EIR TN caning wit eiiniminno ees 17, 370, 556 17, 063, 853 16, 558, 829 
It eeainhiewaraemammaainniae 8, 054 7, 6, 
3 IE CE a nmennrankesmsanecoenanesccee 279, 210 268, 531 275, 115 
Oe REI SEU RONB ooo cco wccenbacncunescsnnseona 46, 254 48, 48, 
PE ee at , 094 416, 100 417,700 
OS: PHOS BNd TONTONIOON 5... oo ecnee pce nncnece 9, 020 14, 500 14, 500 
oy Other eomtrastan eerviews..........................--.--.- 248, 275 345, 000 224, 000 
Services performed by other agencies - ----..----- ae 316, 461 316, 500 . 
08 Supplies and materials_...........-.-- 7, 627, 083 6, 647, 098 6, 311, 506 
eee 2, 408, 657 2, 481, 600 1, 518, 800 
11 Grants, subsidies, and contributions 1, 071, 394 1,071, 750 1, 045, 790 
13 Refunds, awards, and indemnities_._._..........---- 16, 558 15, 000 15, 000 
ge Re SE el 2, 304 3, 000 3, 000 
an eorres Gennes... =o .3 35 .. 5-5 e tt 29, 803, 920 28, 698, 132 26, 640, 740 
Decrease (—) in unpaid undelivered orders. .-....------------ —156, 610 —387, 950 —250, 000 
II ieee meen ccahesencaveancsssoue 29, 647, 310 28, 310, 182 26, 390, 740 














Mr. Passman (presiding). The committee will come to order. 

This afternoon we will consider the request of the Bureau of En- 
graving and Printing. 

The estimated cost of operations for fiscal year 1960 is $27,922,080, 
and the estimated cost of the operation for fiscal year 1961 is $27,201,- 
706, a reduction of $720,374 below the 1960 estimates. 


JUSTIFICATION MATERIAL 


We will place in the record at this point pages 1 through 7 and 9 
through 16 of the justifications. 
(The information referred to follows :) 


GENERAL STATEMENT 


The Bureau of Engraving and Printing, one of the Government’s largest 
industrial establishments, operates on the basis of certain authorities conferred 
upon the Secretary of the Treasury by act of Congress on July 11, 1862, and 
additional authorities contained in past appropriations made to the Bureau 
for work to be undertaken, which are still in force. The operations of the 
Bureau are currently financed by means of a revolving fund established in 
accordance with the provisions of Public Law 656, approved August 4, 1950. 
This fund is reimbursed by other Government agencies for the direct and in- 
direct costs of the Bureau, including its administrative expenses, incidental to 
performing the work or services requisitioned. 

The Bureau designs, manufactures, and supplies almost all major evidenees 
of a financial character issued by the United States. It is the sole source of 
U.S. currency and Federal Reserve notes, certificates of indebtedness, as well as 
most of the minor evidences of a financial character issued by the United States, 
such as postage, internal revenue, customs, and savings stamps. In addition, 
the Bureau prints bonds, commissions, certificates, permits, warrants, etc., and 
executes certain printings for the governments of insular possessions (particu- 
larly bonds, postage, and internal revenue stamps). It conducts an extensive 
research and development program ; manufacturers for its own use ink and gum; 
purchases materials, supplies and equipment; rebuilds or constructs plant ma- 
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chinery and maintains its buildings; and stores and delivers its products to its 
customers. The Bureau renders many other services to its customer agencies 
including the purchasing of card checks, the operation of an incinerator for 
the destruction of securities, the provision for the maintenance of space in its 
buildings utilized by other agencies, and other miscellaneous services as 
requested. 

The budget estimates for the Bureau are determined primarily by two factors— 
namely (1) the volume of production of the various items of manufacture needed 
to meet the estimated requirements of the various agencies and (2) the unit 
cost of manufacturing each type of item produced. The volume requirements 
included in the estimates for each of the various items of manufacture (cur- 
rency, stamps, etc.) are based upon estimates of needs submitted to the Bureau 
by the agencies served. The unit cost of production of each item manufactured 
is developed through a detailed system of cost accounting and is adjusted to 
reflect all known factors which will affect the cost of production during the 
budget year, such as changes in pay rates, savings resulting from improvements 
in production procedures, techniques, etc. 


WORK PROGRAMS 


The overall programs of the Bureau, as outlined below in the summary state- 
ment of Bureau activities by fiscal year, are estimated to cost $27,922,080 in 
1960 and $27,201,706 in 1961 as compared with $27,996,295 in the fiscal year 
1959. The substantial decrease in the volume requirements in 1960 and 1961 
results from (1) the decision of the Treasury Department to discontinue cer- 
tain internal revenue stamps used in connection with tax collections for 
cigarettes and other tobacco items; and (2) a decrease in the requirements for 
currency which, from the standpoint of operating costs, is the largest single 
item produced by the Bureau. The higher production costs indicated for all 
programs, other than revenue stamps, develops primarily from including in the 
unit cost rates a provision for wage increases granted to various craft and 
noncraft employees of the Bureau and the necessity to distribute the relatively 
stable overhead costs over a smaller production program. The overall program 
costs would have been substantially higher had it not been for additional sav- 
ings resulting from operating improvements made in connection with the pro- 
duction of currency and postage stamps. 


Summary statement of Bureau activities by fiscal year 





























Number of units Income and cost 
delivered (in millions) 
Estimated Estimated 
Actual, Actual, 
1959 1959 
1960 1961 1960 1961 
U.S. currency and Federal Reserve notes- to 1,776 1, 673 |$15, 313, 173 |$16, 050,027 | $15, 110, 955 
Revenue stamps. -.......-..---.---------- 1,768 | 1,768 | 2,435,679 983, 188 995, 020 
U.S. postage stamps. -.........--.-------- 26, 868 28, 341 | 7,163,707 | 7,272, 556 7, 605, 019 
Other stamps....-......--------- ao ae 346 353 bj = 299, 794 
Bonds, debentures, etc. 7 7 7, 1, 140, 687 1, 137, 828 
Commissions, certificates, etc..........-..- 8 15 15 350, 58 422, 030 376, 681 
Total Bureau products--......-.-..- 53, 857 | 30,780 | 32.157 | 26,295,282 | 26,158,726 | 25, 525, 207 
Services rendered: 

Operation of incinerator, maintenance 

of 4 caitea purchase of card checks, 
his tae Les oaideeae ce codennaan lose scenes th edanasebladiaeed 1, 691, 866 | 1,827,422 1, 676, 409 
Total income from operations. -...|...-....]..-.----|-------- 27, 987, 148 | 27,986,148 | 27, 201, 706 
eC eee ee See hae. +9, 147 OG OTS Fins nics cccun 
Total cost of operations.-..-......-.]-.-.- ae) a reer --------| 27, 996, 295 | 27,922,080 | 27, 201, 706 
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Fiscal year 1959 cost experience was used as the basis in developing the 
foregoing programs. The following factors were considered in determining 
the unit cost rates for 1960 and 1961: 


Savings due to operating improvements 

In the 1960 budget submission the Bureau included an estimate of $1 million 
as the annual recurring savings in the production of 32-subject currency and 
$92,000 in connection with the manufacture of postage stamp coils of 100 stamps 
each. These estimates were based on the operating improvements effected 
during the fiscal year 1958. 

During the fiscal year 1959, the Bureau continued its efforts to effect further 
modifications and improvements in the equipment and processing operations 
associated with the production of 32-subject currency and coils of 100 stamps 
each. Based on the production programs for that year, it is estimated that 
additional recurring annual savings of $848,000 have been realized in the pro- 
duction of 32-subject currency and $359,000 in the manufacture of coils of 100 
stamps each. Full consideration was given to these additional recurring annual 
savings in establishing the base manufacturing costs upon which the rates for 
1960 and 1961 were determined. 


Increases in wages and civil service retirement costs 

During the fiscal year 1959 and in the early part of the fiscal year 1960, 
various craft and noncraft employees of the Bureau were granted wage increases 
to maintain parity with wage rates which had been established for comparable 
jobs in the Government Printing Office and the American Bank Note Co. Since 
the total annual cost of the wage increases as well as the increased costs as- 
sociated with the Bureau payments to the civil service retirement and disability 
fund (Public Law 854) are not reflected in the base cost upon which the unit 
cost rates for the fiscal years 1960 and 1961 were determined, an appropriate 
adjustment has been made in the rates by prorating over the work to be 
produced an additional $454,360. This additional amount was prorated to the 
products based on the relationship that the base manufacturing cost of each 
product bears to the total base manufacturing cost of all products. 


Government contribution to employee health program 

Based on a Bureau of the Budget formula for estimating participation in the 
employee health benefit plan as provided for by the Federal Employee Health 
Benefits Act of 1959, it is anticipated that the annual cost of the Bureau’s 
contribution will be approximately $183,000. The increased cost was distributed 
over the products to be produced during the fiscal year 1961 based on the 
relationship that the base manufacturing cost of each product bears to the total 
manufacturing cost of all products. 


Overhead 

Various items of overhead expense must be taken into consideration and 
allocated to the activities in arriving at the unit cost rate for each product 
manufactured. The overhead costs of the Bureau remain relatively constant 
since the greater portion of such costs are not materially affected by changes 
in the work program. 

However, as a result of the substantial decrease in the volume requirements 
due to the discontinuance of certain internal revenue stamps and the smaller 
production program estimated for currency during the fiscal years 1960 and 
1961, a larger proportionate share of the overhead costs had to be charged into 
the unit cost rate of each product to be manufactured in those years. In order 
to incorporate the effect of this change into the rates, the overhead costs were 
distributed over the work to be produced in the relationship that the adjusted 
base manufacturing cost of each product bears to the total manufacturing cost 
of all products to be manufactured in those years. 


PERSON NEL 


As shown in the budget estimate, it is anticipated that the average number of 
employees on the rolls of the Bureau will be 3,283 in 1960 and 3,170 in 1961 as 
compared with 3,410 in 1959. This decrease in employment, which will be 
synchronized with the normal attrition of the working force, results primarily 
from (1) the discontinuance of the production of certain internal revenue 
stamps, (2) a smaller currency program, and (3) the conversion to the full 
use of new equipment purchased for the processing of postage stamps in coil 
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form. These further decreases will bring the total reductions in Bureau em- 
ployment to over 50 percent when compared with the 6,528 on the rolls as of 


June 30, 1951. 


SIGNIFICANT CHANGES IN FINANCIAL CONDITION 


The most significant change in the statement of financial condition for the 
fiseal year 1960 involves a decrease in the bureau’s cash position from $3,200,234 
as of June 30, 1959, to $2,105,377 as of June 30, 1960. This reduction of over $1 
million is due primarily to an increase in inventories, to the liquidation of 
accounts payable for fixed assets purchased in 1959 in connection with the 
modernization program, and to the expenditure of funds for fixed assets to be 
purchased in 1960 in excess of the estimated amounts to be recovered through 


depreciation. 


In 1961 it is estimated that amounts recovered through deprecia- 


tion and obsolescence charges will exceed expenditures for fixed assets by more 
than $500,000. This amount, plus a decrease in selected working capital items 
of over $100,000, results in increasing the estimated cash balance as of June 30, 


1961, to $2,736,398. 


Statement showing comparison of all deliveries for fiscal years 1959, 1960 and 1961 
























































Class of work by activity 1959 actual 1960 estimate | 1961 estimate 
Printing of currency: Units Units Units 
not ice anshdbecedddabbanenneieuune 1, 347, 520, 000 1, 184, 340, 000 1, 147, = 
PORGrGl TOSCF VG TONS. oo ocncccnnsncisccccacccscsane 452, 280, 000 591, 648, 000 525, 000 , 
WME pnicbneccectedsnncdsbacelcacsnecansaunneedann 1, 799, 800,000 | 1,775, 988, 000 1, 672, 568, 000 
Printing of stamps: 
Internal revenue: 
Plate printed: 
Rotary—miscellaneous..-_...........-------- 62, 119, 000 44, 600, 000 44, 600, 000 
Flatbed—miscellaneous.- -.-.......-...------- 42, 327, 460 40, 562, 500 40, 562, 500 
Offset printed: 
Bottle strip, red, 4-pint to | gallon..__..-_- 1, 566, 768, 
DOSS SO SS eee 20, 706, 859, 500 
Tobacco, strip, 14- to 34-ounce ! 707, 960, 660 |... 
___ RIE SNE RTE SENS, See 587, 752, 977 
RE on cacnnmcsucctumieneniasepaekaawnae 23, 673, 787,997 | 1, 768, 066, 535 1, 768, 090, 535 
U.S. postage: 
Plate printed: 
Rotary—web: 
Sheet, I i iccrcnnedacntindietemnied 13, 801, 910, 764 | 13, 182, 500, 000 15, 201, 000, 000 
Book, ordinary and airmail.---.......-- , 236, 552,800 | 1, 700, 000, 000 1, 875, 000, 000 
Coil, ordinary and airmail............-- 8, 065, 915, 400 | 7, 639, 500, 000 7, 305, 950, 000 
COOMMISTIIT RING: ncn cdcncscanasncondns 1, 997, 544, 724 2, 000, 000, 000 1, 360, 000, 000 
Airmail, small, 400-subject.- ......-- - 782, 060, 764 525, 000, 000 530, 000, 000 
Airmail, large, 200-subject.__.....-.- cea 17, 830, 000 110, 000, 000 111, 000, 000 
a eee si , 220, 218, 300, 000 209, 700, 000 
ETE en 37, 750, 000 50, 000, 000 75, 000, 000 
oe Oominemorative and ordi- 
eT LOE AE TRAY ee E 659, 373,168 | 1,441, 500, 000 1, 671, 500, 000 
Flatbed: pS Eee , 740, 000 800, 000 2, 000, 000 
anidcupuddnnwensumeentnnniannnaaire 27, 980, 897, 620 | 26, 867,600,000 | 28, 341, 150, 000 
IE ors cle nnrpeidboksebanadadcan cian kage 387, 592, 500 346, 205, 000 353, 400, 000 
Printing of commissions, certificates, etc.: 
Plate printed _- 128, 761 209, 942 291, 695 
Offset printed__.- 7, 877, 951 14, 709, 880 14, 442, 815 
ith ckce a enebosdheksanbonwnedeeaneaiaa 8, 006, 712 14, 919, 822 14, 734, 510 
Printing of bonds, debentures, etc.: 
Treasury public debt securities. -_........-.-----.-- 6, 052, 277 6, 753, 075 6, 753, 075 
MEInceTIANGOtlS SOCUTIANS <n... ccrcnccecseececcsnes 13, 686 85, 100 450, 100 
Sar aan cli ds so hots ees anew sah ot 6, 565, 963 7, 238,175 7, 203,175 
Pure ns at SEINE PEAR rete Ape 428, 223, 000 407, 148, 500 422, 156, 000 
Cn EE eae RET ENO eg "54, 284, 873, 792 | 31, 187, 166,032 | 32, 579, 302, 220 














1 The Internal Revenue Service eliminated the use of various stamp items, effective June 23, 1959. 
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Statement showing net change in unit cost rates for various classes of work for 1960 
and 1961 as compared to actual 1959 rates 





Unit cost rates per 


Increase or decrease (—) 








thousand 
Class of work by activity 
1960 1961 | 1961 over 
1959 1960 1961 over over 1960 
1959 1959 
Printing of currency: 
a a a $8. 5210 |$9. 0286 |$9. 0243 |$0. 5076 |$0. 5033 | —$0. 0043 
oe EE. 8. 5463 | 9.0544 | 9.0571 . 5081 | .5108 . 0027 
Printing of stamps: 
Internal revenue: 
Plate printed: 
og er: Sa: en! ee See ae ae eee ene 
OEE SS Ee eT BES ee: ee Se 
Offset printed: 
Bottle strip, red, 4%-pint to 1 gallon_.__- 4174 | .5289 | .5347 1115 1173 . 0058 
YY =e eee { 9 Se AAS Re! Eee eee 


Tobacco, strip, }4- to 34-ounces___ 
vs ther ! 
.8. postage: 
Plate printed: 
Rotary—web: 
| nee 
Book, ordinary and airmail 
Coil, ordinary and airmail 
Comr ative 
Airmail: 
Small, 400-subject 
Large, 200-subject............._- 
ES! 
SS, ee 
Rotary—sheet: Commemorative and 





ordinary ! 
Flatbed: Miscellaneous ! 
| REC Es EE eee 


Printing of commissions, certificates, etc.: 
Plate printed ! 
Offset printed ! 

Printing of bonds, debentures, etc.: 

Treasury public debt securities 1__.........-.... 
Miscellaneous securities ! 
Purchase of card checks ! 











- 0083 0107 - 0024 
—.0298 |—. 0293 - 0005 
0142 | .0205 - 0063 

. 0273 0298 - 0025 

. 0026 | .0052 - 0026 
2167 2252 - 0085 
—.0234 |—. 0227 - 0007 
—.0521 |—. 0481 - 0040 






































1 Since the products included in these categories are produced in varying amounts and at different unit 


cost rates, the showing of composite rates would not be meaningful. 
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Statement showing comparison of cosis — for fiscal years 1959, 1960, and 























































































































Class of work by activity 1959 actual | 1960 estimate | 1961 estimate 
Printing of currency: 
United States. $11, 482, 160 | $10,693,000 $10, 356, 006 
Federal Reserve notes- 3, 865, 298 5, 357, 027 4, 754, 955 
Total 15, 347, 458 16, 050, 027 15, 110, 955 
Printing of stamps: 
Internal revenue: 
Plate printed: 
Rotary miscellaneous - - 48, 592 29, 018 29, 422 
Flatbed, t 2 64, 570 66, 918 67, 837 
Offse' printed: 
Bottle strip, red, epint to 1 gallon 654, 030 766, 862 775, 277 
Cigarettes, Class 1, 195, 493 
Tobacco, strip, “e to 3¥4-ounces !_. 2222-222. 251, 598 
GE © a Ss vudnwedapandsedsannsnscimekionden 234, 859 120, 390 122, 484 
Total. 2, 449, 142 983, 188 995, 020 
U.S. postage: 
Plate printed: 
otary—web: 
Sheet, ordinary~ 2, 228, 553 2, 233, 184 2, 611, 894 
Book, ordinary and airmail. _..--....---.--..- 1, 112, 795 795, 024 877, 812 
Coil, ordinary TS: 2, 561, 236 2, 534, 016 2, 469, 248 
Commemorative 635, 466 690, 801 473, 
Airmail, small, 400-subject 149, 647 101, 787 104, 165 
Airmail, large, 200-subject 50, 032 70, & 72, 125 
Go wnmamannhiniiinadicite ae { 49, 35. 47, 
Special delivery. 13, 167 14, 835 22, 552 
Rotary—sheet: Commemorative and ordinary. _- 334, 994 782, 345 924, 867 
Flatbed, miscellaneous-.-. 1, 529 6 1,701 
Total 7, 152, 327 7, 272, 556 7, 605, 019 
Other stamps....-.-.----- a we 281, 616 290, 238 299, 794 
Printing of commissions, certificates, etc.: 
Plate printed. 47, 758 77, 631 107, 513 
Offset printed.......- 207, 728 280, 331 269, 168 
Total. 255, 486 357, 962 376, 681 
Printing of bonds, debentures, etc.: 
Treasury public debt securities. . 643, 360 965, 499 978, 817 
Miscellaneous securities..........-...-2-----eccenceneceene| | 175, 239 175, 188 159, 011 
Total. 818, 599 1, 140, 687 1, 137, 828 
I A I civciinsiccnuneuscuunsiconsesnasqienaias 1, 251, 947 1, 227, 617 1, 268, 754 
see and maintenance of incinerator and space utilized 
Wt PRI 5. cniandacncancasecdetdesescasmbuakengumed 362, 893 377, 655 377, 655 
Other direct charges to agencies for services rendered.........- 76, 827 222, 150 30, 000 
Grand total 27, 996, 295 27, 922, 080 27, 201, 706 

















1 The Internal Revenue Service eliminated the use of various stamp items, effective June 23, 1959. 
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A. Sources and application of funds (operations) 







































































1959 actual | 1960 estimate | 1961 estimate 
Gross expenditures (funds applied): 
a ing and printing: Acquisition of equipment. - --_-- $2, 401, 700 $2, 471, 600 $1, 508, 800 
>xpense: 
Purchase of commodities for manufacture or sale---..- 5, 203, 591 4, 430, 000 4, 230, 000 
A ER RS NE NE 20, 450, 932 20, 044, 110 19, 275, 531 
Card checks: Purchase of commodity and other expense - 1, 251, 947 1, 227, 617 1, 268, 754 
Operation and maintenance of incinerator and space uti- 
lized by other agencies: Expense.-_----...-..------------ 362, 893 377, 655 377, 655 
Other direct charges to agencies for serv 76, 827 222, 150 30, 
Increase in selected working capital__........... . -------|-------------- 4A. } renee 
I UIA os one wiinnncnedncsosesnsenensn 29, 747, 890 29, 081, 005 26, 690, 740 
Receipts from operations (funds provided): - 
Engraving and printing: Revenue--_---.....-..---.-------- 26, 295, 282 26, 158, 726 25, 525, 297 
ee ne ccanaapeacene 1, 252, 051 1, 227, 617 1, 268, 754 
eae and maintenance of incinerator and space uti- 
ized by other agencies: Revenue. ---.----..------------ 362, 893 377, 655 377, 655 
Other direct charges to agencies for services: Revenue_..-- 76, 922 222, 150 30, 000 
Undistributed receipts: Proceeds from sale of equipment__ 8) eee ees ee 
Decrease in selected working capital_--_--.-.-.-.--------- EEE Baw nwcnccevenae 120, 055 
Total receipts from operations-----...-.---------------- 28, 597, 866 27, 986, 148 27, $21, 761 
ce ee ee 1, 150, 024 1, 094, 857 —631, 021 
B. Revenue, expense, and retained earnings 
1959 actual | 1960 estimate | 1961 estimate 
Engraving and printing: 
DN oe cathe oa cae ck bae SU a adw andi denn cseocaca venue $26, 295, 282 | $26, 158, 726 $25, 525, 297 
ae ee ae ee ee See eee 25, 951, 326 26, 083, 230 25, 414, 136 
Net operating income, engraving and printing--__------ 343, 956 75, 496 111, 161 
Card checks: 
ee ui aeaegiiale a ck  dukoaukwint Series candela 1, 252, 051 1, 227, 617 1, 268, 754 
ence cenan en Reksnk anne dehonisnenicek 1, 251, 947 1, 227, 617 1, 268, 754 
Net operating income, card checks----....-.--.--------- ____ be Me eRe: | eieaitnandee Aare 
Operation and maintenance of incinerator and space utilized 
by other agencies: 
i a a nich uN cnkaaWoanccsawwnbas 362, 893 377, 655 377, 655 
Expense - rss 362, 893 377, 655 377, 655 
Net operating inceme, operation and maintenance of 
incinerator and space utilized by other agencies---..-..|.......-...--.]_-.----..-----]-------------- 
Other direct charges to agencies for services: 
I aiid Leth iiniicdi nape kGumrenschccnbnasemanewas 76, 922 222, 150 30, 000 
ID Gee occcnnnsiucrcornaweswincnadwececseuncceceece : 76, 827 222, 150 30, 000 
Net operating income, other direct charges to agencies 
55st te lo tees ir ig aS ck SORES Atrios EE 
Nonoperating income or loss (—): aiid iam ee 
Proceeds from sale of equipment -_---.-.--...---------.--- dt See Ph Seer 
Net book value of disposed assets (—)-...---..--..-..------ —519, 532 —11, 428 —111, 161 
Net nomoperating loss (—) ..................-.--...-..<. —353, 302° —11, 428 —111, sei 
Net income or loss (—) for the year. _.-.....------------ —9, 147, 64, 068 Be 
Seto (—), beginning of yeer.....................-..........- — 54, 921 —64, 068 |_.-.- = 
RENE ATR MNIIE IEE UR on ns cn soncancstacsennceenn —64, 068 |... ane, Sears eee 
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C. Financial condition 


























1959 actual | 1960 estimate |1961 estimate 
Assets: 
os GURL TNE sn obi can onnncusnasnacuansquencecdes $3, 200, 234 $2, 105, 377 $2, 736, 398 
Accounts receivable, net....----..--------- -.- 1, 233, 527 1, 233, 52 1, 233, 527 
Commodities for sale__-_...--------------- 6, 421, 710 6, 708, 400 6, 730, 900 
Supplies and prepaid expenses 1, 416, 249 1, 341, 249 1, 291, 249 
Deferred charges 216, 705 156, 148 150, 688 
TNE HOUR NN Gad apne dence dnt enenscuccane, 4) coenwans 16, 680, 300 17, 305, 219 16, 777, 213 
IB ics cancahscsacnanccstincmmoasaeudbiacaesgs 29, 168, 725 28, 849, 920 28, 919, 975 
TOES ONO io as oie Soon acdsee ccnnwacdnatenenceas 3, 981, 863 3, 598, 990 3, 669, 045 
Government investment: 
Non-interest-bearing capital. _......--.-----.-.----------- 25, 250, 930 25, 250, 930 25, 250, 930 
SOG i os cin ci cccececeeeicstcccnswssascasecaubaeinnsie a | AD, Smee p ye ae 
Total Government investment. ......------------------ 25, 186, 862 25, 250, 930 25, 250, 930 














NotTe.—Unpaid undelivered orders are as follows: June 30, 1958, $3,294,560; June 30, 1959, $3,137,950; 
June 30, 1960, $2,750,000; June 30, 1961, $2,500,000. These orders exclude contracts issued. during the year, 
but only effective in the following year, as follows: 1958, $4,261,595; 1959, $3,804,375; 1960, $1,000,000; 1961, 


,000,000. 
Unfilled customers’ orders as are as follows: June 30, 1958, $...--- --; June 30, 1959, $216,859; June 30, 1960, 


$250,000; June 30, 1961, $250 


Schedule B-1, manufacturing costs 




























































1959 actual | 1960 estimate | 1961 estimate 
DIN GAROE . cagcgsaccasscoansiouncnsnasnewsereesunewennawnn $10, 367, 930 $9, 886, 922 $9, 306, 357 
RONG TUMMOTIGIMINON ES «oot con scene sata caecwbeleswstdasssccnansce 5, 200, 772 4, 430, 000 , 230, 000 
Manufacturing expenses: 
POlNrIls ANG Indiwoct IAWOL. ... nos cdecccucwcnacceupowcs 7, 002, 626 $: 176, 931 7, 252, 472 
RS SE a Spee Cece eaen ee 8, 054 7, 200 6, 500 
Transportation of things...-...---.------ 84, 861 aa, 500 , 
Communication services 46, 254 48, 000 48, 000 
Rent and utility services 400, 416, 100 417, 700 
PTET GAG TOROGUOIONN . . <5 on cncnocncccctecadeccncccen 9, 020 14, 500 14, 500 
Other contractual services: 
Governmental._ ween 260, 930 261, 000 147, 000 
N ongovernmental. une 248, 275 345, 000 224, 000 
RAO UR oc auecewouoawatnaaan eae 55, 631 55, 55, 000 
CAE WOE. wrod concn ccscanen ere 1, 210, 032 1, 166, 948 1, 047, 695 
Repair parts and supplies-..----------.-- ee 8, 298 = 306, 000 
Minor equipment.........--.--..-...-. aes 6, 957 10, 000 
Grants, subsidies, and contributions. --_ ede 1, 071, 394 1, on, 760 1,045, 790 
Refunds, awards, and indemnities--.-_-__. ecm 16, 558 15, 000 15, 000 
TI I OIE ORs ig nai teenie siwnne cunseceuanenasaue 2, 304 3, 000 3,000 
Amortization: 
Experimental equipment.............2.25....-0.2.0- 38, 071 43, 796 46, 042 
Alterations and maintenance-............-.-.---.-.-.- 37, 372 40, 061 32, 518 
Depreciation: 
PIE CRDUTIUNOIONE.... «035 6 os nenicsccseccccuconcce 200, 094 192, 156 164, 561 
Plant machinery and equipment-.-......-.....-...-.-.- 1, 520, 691 1, 569, 969 1, 636, 192 
BN IL icp ducinn nathan ddndiekhadcabinsesadesee 7, 601 7, 437 7,490 
ne SS 2b anamaasaitsdacncesendsduseauek eos 16, 152 15, 836 16, 617 
I NT Ie isi nia oon denice tnaitebnmionsint 26, 733 26, 555 27, 685 
Losses on disposal of excess stores---__- babe 232, 541 75, 50, 000 
Raigad chaise but nuienkinaesnnseceéhasuaseena GE Sicnactcnacanabendamacmpeisine 
Wri cuinctitenin ua gan nbiin eaeieaanudinennsaenenaaebees 12, 781, 289 12, 944, 239 12, 658, 062 
I ek < dAtawnwrttegnssdkpictaprakseacnssomneneae 130, 755 125, 000 125, 000 
Total manufacturing expenses. ............-.....-..--.. 12, 650, 534 __ 2, 819, 239° 12, 533, 062 
WN psi adond puss ckdanuee end doncecuuensmembaneonene ~ 98, 219, 236° 97, 136, ‘161. 26, 069, 419 419 
Less nonproduction costs: 
Cost of operation and maintenance of incinerator and 
space utilized by other agencies___.._.....--..-----. 362, 893 377, 655 377, 655 
Other direct charges to agencies for services rendered_- 76, 827 163, 600 30, 000 
Cost of manufacturing spare parts for Bureau use--__- 583 10, 000 10, 000 
Shop projects capitalized.............-.----.--........ 265, 574 200, 000 200, 000 
Overhead charges for handling card checks.-.........- 14, 941 14, 986 15, 128 
Total nonproduction costs. ........................- 720, 818 766, 241 632, 783 
Total manufacturing costs. .................--.-...- 27, 498, 418 26, 369, 920 25, 436, 636 
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Schedule of selected supporting data for business-type budgets 










































































1958 actual | 1959 actual | 1960 estimate! 1961 estimate 
ee of expenses (statements A and 
Engraving and printing program 
Purchase of commodities and other 
expenses (statement A) 5, 654, 523 | $24,474, 110 $23, 505, 531 
Papcoases (apemment A)... nnn] once wnnecncwse —5, 203,591} — —4, 230, 000 
Cost of goods sold (usage) ........------|-------------- 3, 653, 680 4, 143, 310 4, 207, 500 
Depreciation ae 1, 846, 714 1, 895, 810 1, 931, 105 
penes nomen BD) occcce ss. ..2<1.5.-5505...08 25, 951, 326 26, 083, 230 25, 414, 136 
Card checks program: Purchase of com- 
modities and other expenses (statement 
ESSERE SS OE ES eer 1, 251, 947 1, 227, 617 1, 268, 754 
ES | ee ieee 1, 251, 947 1, 227, 617 1, 268, 754 
Operation and maintenance of incinerator 
and space utilized by other agencies: 
Cost of services performed (statement A)-|.......------- 362, 893 377, 655 377, 655 
Expenses (statement B)...............-|_---- a“ 362, 893 377, 655 377, 655 
Other direct charges to agencies for services: 
Cost of services (statement A)........-..-]_..----------- 76, 827 222, 150 30, 000 
MRSS CURRIE TB) nic cccacecccledcccencvancas 76, 827 222, 150 30, 000 
Itemization of selected working capital: 
Selected assets 
Accounts receivable ---| $1, 175,087 1, 233, 527 1, 233, 527 1, 233, 52 
Supplies, prepaid expenses----...---..- 1, 360, 219 1, 416, 249 1, 341, 249 1, 291, 240 
Selected liabilities: Current liabilities (—)..| —3,422,905 | —3, 981,863 | —3, 598, —3, 669, 045 
Selected working capital at end of year__- —887, 599 | —1,332,087 | —1,024,214 —1, 144, 269 
Selected working capital at start of year (—)- —1, 595 887, 5! 1, 332, 087 1, 024, 214 
Increase or decrease (—) in selected work- 
ing capital (statement A)-......-..-...- —889, 194 —444, 488 307, 873 —120, 055 
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Mr. Passman. Mr. Holtzclaw, we shall be pleased to hear from you 
at this time. 
GENERAL STATEMENT 


Mr. Hourzcraw. Mr. Chairman, may I say on behalf of my asso- 
ciates and myself, it is again a real pleasure and honor and privilege 
to appear before this committee. ; 

I have a statement to make but, in advance of it, I was hoping that 
I might have an opportunity to pay tribute to a former chairman of 
this committee, Mr. Gordon Canfield, of New Jersey. 

I would like this to be shown in the record, if there is no objection, 
that I consider him a gentleman, a scholar, and a statesman. He has 
been extremely generous, kind, and considerate of us, and it is entirely 
conceivable he may not be on this committee next year, nor that I 
may be a witness to appear before this committee on which he has 
distinguished himself. 

I would like to salute him and extend to him my very best wishes 
for good health and happiness and a long life. 

Mr. Passman. Thank you, Mr. Holtzclaw. Speaking for the com- 
mittee, I might say that every member of this group feels as you do 
about Congressman Canfield. He was an able chairman of the Treas- 
ury and Post Office Appropriations Subcommittee, respected by all 
who served with him and by all the witnesses who appeared before 
the committee, and this committee is going to miss Mr. Canfield. He 
has made an outstanding contribution, not only to this subcommittee, 
but to the full Appropriations Committee, and to the Congress, and 
to the country as a whole. 

We regret that we are going to lose his services, but it is my under- 
standing that he has decided to retire. We hope that before the after- 
noon is over, you will have an opportunity to greet Mr. Canfield in 
person. He is punctual in the performance of duty, and with few 
exceptions, Mr. Canfield is here early and he remains late, because 
his heart is in his work. 

Mr. Horrzctaw. Now, Mr. Chairman, if I may, I would like to read 
my statement. 

Mr. Passman. You may proceed. 

Mr. Hourazctaw. Mr. Chairman. In view of the fact that the 
members of this committee are familiar with the nature and purpose 
of the work of the Bureau of Engraving and Printing, and with de- 
tailed information concerning the programing and financing of our 
operations being contained in the budget document itself, I have again 
taken the liberty of omitting the customary references to the products 
we produce. I have done this in order to devote my time today to a 
comprehensive discussion concerning specific phases of our operations 
which I believe would be of greater interest to this committee. How- 
ever, we will be pleased to answer any questions and furnish any 
additional information which the committee may desire. 


SAVINGS BECAUSE OF TECHNOLOGICAL IMPROVEMENTS 


During the past fiscal year the Bureau realized additional recurring 
annual savings of $1,360,400 resulting from technological improve- 
ment programs begun in previous years. 
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This amount, when added to previous savings made since 1951, the 
effective date of Public Law 656, results in an aggregate savings of 
$11,800,000 on a recurring annual basis. If these savings had not been 
effected, our estimated budget year cost of $27,200,000 would have 
been $11,800,000 higher, or $39 million. These savings, which are 
concrete evidence of the success of our technological improvement pro- 
grams, are reflected in the reduction of our employment from an aver- 
age of 6,427 in 1951 to less than 3,300 at the present time. 

Experience has proven that increased efficiency, with its resultant 
economies and high employee morale, are inseparable, and, accord- 
ingly, my chief concern has been to maintain high morale among 
Bureau employees. 

I am certain that I have been successful in this area of human re- 
lations, since our employees continue to give their fullest cooperation 
in carrying out all of the various improvement programs of the 
Bureau, even though such programs will continue to result in increased 
productivity and subsequent decreases in employment. 

I am convinced that the major reason for employee cooperation has 
been the product of my assurance that further acquisition of new and 
more modern equipment will be geared to production requirements 
and manpower availability. 

Throughout the fiscal year 1959, our efforts have been directed pri- 
marily to fulfilling the objectives of the second phase of the moderni- 
zation program. 

BILLING RATE PER THOUSAND NOTES 


In this connection, when I appeared before this committee last year, 
I stated that if the current efficiency in our currency production could 
be maintained the net effect would result in an average billing rate of 
$8.55 per thousand notes for all deliveries of U.S. currency made dur- 
ing the fiscal year 1959. 

I am very pleased to say that the actual average rate for that year 
was $8.52 per thousand notes. It is estimated that the unit cost rate 
for 1960 and 1961 will average $9.03 per thousand notes, or 51 cents 
greater than in fiscal year 1959. 

This increase in cost is due primarily to wage increases granted to 
unclassified employees since the last budget submission, and the ap- 
plication of a proportionate share of the redistributed overhead costs 
brought about by lower production programs. 

Although much progress has been made in the production of 32 
subject currency, we still have a spoilage problem to overcome. 

The current year’s monthly rate of spoilage on 32 subject currency 
has ranged from a low of 714 percent to a high of 15 percent, largely 
due to ink offset. 

Tn an attempt to reduce the abnormal amount of spoilage, we are in 
the process of air conditioning the rotary currency area, where this 
type of currency is produced. It is anticipated that this additional 
control will assist in our endeavor to stabilize the effects of atmos- 
pheric conditions on ink and paper, and thereby contribute to re- 
ducing spoilage. However, I must again point out that until such 
time as the product of our research efforts enables us to exercise pre- 
cise production control over these critical items used in the manu- 
facture of currency, we will be subjected to periods of fluctuations 
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in the amount of spoilage occurring in the work. Meanwhile, approx- 
imately 50 percent of all currency requirements are being produced 
on the nine modern sheet-fed rotary presses which are operated on 
the same basis as last year; three shifts per day, 5 days per week. An 
average per shift of 8,700 impressions, 32 notes to the sheet, has been 
maintained on each of these presses. This represents more than a 
300-percent increase over the average production on flatbed currency 
presses printing 18 notes to the sheet. 

The Bureau receives visitors throughout the year from all over the 
world, many of whom are well informed concerning the graphic arts. 
It is extremely gratifying to my coworkers and myself to receive 
their favorable comments concerning the Bureau’s operations, and 
the quality of its products. These expressions provide additional 
incentive to maintain and improve the operations whenever possible. 

As I have previously stated before this committee, I consider that 
the aor of U.S. paper currency is unexcelled anywhere in the 
world. 

IMPROVEMENTS IN PRODUCTION OF POSTAGE STAMPS 


In connection with improvements in the production of postage 
stamps, considerable progress has been made during the past year 
in spite of the fact that we have had to cope with many new problems. 
All postage stamps, other than multicolor stamps, are now printed 
cn six modern presses operated, as required, on a one, two, or three 
shift basis, 5 days a week, Gum measuring equipment, which is acti- 
vated by atomic radiation, has been installed on one press and the 
five remaining presses are being equipped with the same: device. 
This equipment embodies the most advanced scientific principles for 
controlling the application of gum film thickness on postage stamps. 

In order to meet the demands of the Post Office Department for 
multicolored stamps, a second press was installed during the latter 
part of the fiscal year 1959 and both presses are now being operated 
three shifts, 5 days a week. 

Additional equipment for the automatic processing of postage 
stamps in coil form has been installed and the balance of the equip- 
ment on order is scheduled for delivery by March 1960. All coils of 
100 stamps and some of 500 and 3,000 stamps are now being manu- 
factured on this new equipment. While certain components of this 
equipment have not yet attained the degree of efficiency for which it 
was designed, without its use the increased requirements of the Post 
Office Department for stamps in coil form could not have been met. 

The most serious problem involved in the operation of the new 
coiling equipment is associated with the masking tape used to keep 
the stamps from uncoiling until automatically wrapped. In some 
instances, when the tape is removed, it defaces the outer stamps of 
the coil. Our technical staff has been cooperating with the manu- 
facturers of pressure sensitive tape and the manufacturer of the coil 
processing equipment, in order to correct the condition. 

The Bureau, at the request of the Post Office Department, has in- 
stalled tabulating equipment to mechanize the processing of requisi- 
tions received directly from approximately 10,000 postmasters and 
to provide both agencies with a parallel system of accounting for 
stamps delivered. 
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The tabulating equipment performs mechanically many of the 
clerical operations formerly required in the processing of requisitions 
for stamp shipments, the maintenance of detailed inventory records, 
and the preparation of periodic billing and other data required by 
the Post Office Department and the Bureau. <A study is presently 
being made to determine if it is economical and practical to extend the 
use of tabulating equipment in the processing of payrolls, account- 
ing for inventories, developing cost accounting data, and various 
other activities. Even though the use of the equipment may be found 
feasible, it is impossible at this time to forecast any possible savings, 
since the study is such a long-range project. 


LIMESTONE FACING ON ANNEX BUILDINGS 


At this time, I would also like to bring you up-to-date on the haz- 
ardous condition existing at the Bureau with respect to the limestone 
facing on our annex building. 

During last year’s hearing, I reported to you that on October 11, 
1958, several tons of the facing fell from the building, and in order 
to protect life and limb I immediately awarded a contract for emer- 
gency repairs and inspection. Since that time, additional repairs 
have been made as a result of other defects uncovered through quar- 
terly inspections by representatives of the General Services Adminis- 
tration. Expenditures for these repairs have amounted to approxi- 
mately $120,000. In addition, $80,000 was transferred to the General 
Services Administration for the purpose of negotiating a contract 
with a private firm to prepare plans and specifications for repairs to 
the remainder of the building. 

These plans have been submitted to the Bureau, together with an 
Pe soot maximum cost of $1,500,000 to either reset or replace, as 
may be required, the balance of the stonework on the building. 

In this connection I might point out that Public Law 656, which 
established the revolving fund method of financing operations in the 
Bureau, provided that all costs and expenses of operating and main- 
taining the Bureau be financed from the fund. However, the law did 
not permit the capitalization of the buildings and the building appur- 
tenances, except certain items of special purpose equipment peculiar 
to the operations of the Bureau. 

In view of the scope of the work involved and the urgent need to 
take corrective measures as soon as possible, a supplemental appro- 
priation in the amount of $1,500,000 to finance this extraordinary ex- 
pense has been submitted for consideration. Since the repairs will 
extend over a period of time, the funds would be required without 
fiscal year limitation, with the understanding that should the cost of 
the work be less than the estimate, any unexpended funds will not be 
used for any other purpose. 

Through the years, it has been my pleasure to arrange for specially 
guided tours for friends and constituents of members of this commit- 
tee. It would, therefore, please me all the more to arrange for a tour 
of our operations for the members of this committee. I believe you 
would find such a tour increasing and informative, and you will be 
most welcome. 
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FINANCING THE BUREAU THROUGH THE REVOLVING FUND 


Mr. Passman. Thank you, Mr. Holtzclaw. 

Now, you state: 

I might point out that Public Law 656, which established the revolving fund 
method of financing operations in the Bureau, provided that all costs and ex- 
penses of operating and maintaining the Bureau be financed from the fund. 

_ is a matter of fixing the limitation on your expenditures; is it 
not ? 

Mr. Hourzcuaw. Public Law 656 authorized the appropriation of 
$5 million as a revolving fund for out-of-pocket expenditures. Actu- 
ally, only $3,250,000 was appropriated. 

_Under Public Law 656 we are required to recover all costs, both 
direct and indirect, including administrative overhead, from the agen- 
cies whom we serve. 

_ Mr. Passman. Yes. Instead of making a direct appropriation, it 
is a question of arriving at the amount that you need which comes out 
of the revolving fund. " 

Mr. Horrzciaw. That is correct, sir. 


LIMESTONE FACING ON ANNEX BUILDINGS 


Mr. Passman. Now, you state, “At this time, I would also like to 
bring you up to date on the hazardous conditions existing at the 
Bureau with respect to the limestone facing on our annex building.” 

How many square feet are there in this particular building? 

Mr. Hotrzcitaw. About 1 million. 

Mr. Passman. Is it not rather unusual for the Government to let 
one of its buildings here in the District deteriorate to a point that it 
endangers life? 

Mr. Horrzcitaw. Mr. Chairman, I might say that from the time 
the building was constructed, difficulty has been experienced with the 
limestone facing becoming loosened and it had to be removed and re- 
set. That goes back to 1938. The building is of reinforced concrete 
construction. It was designed initially to be faced with tapestry 
brick, to match the Department of Agriculture Building. In due 
course, the Fine Arts Commission determined that since it was about 
the first building to be seen on the route from the south it should be 
of ornamental construction, and the construction was accordingly 
changed to limestone facing, and I think that change, in part, ac- 
counts for some of the difficulties that have been experienced there. 

I would like to point out that this limestone facing constitutes an 
extremely serious hazard to people on the street and to people who 
work in the building itself. A great many tons of stone have already 
been replaced and reset and the contractor is presently working on the 
replacement of still more. 

Mr. Passman. What is the age of the. building? 

Mr. Horrzciaw. It was occupied in 1938. Construction was begun 
about 1935.. It took about 3 years to build it. 

Mr. Passman. When we think of the age of the Government-owned 
buildings, would you not consider it relatively a new building? 

Mr. Houraciaw. That is correct. 

Mr. Passman. And it is the exterior, not the interior, with which 
you are having trouble ? 
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Mr. Hourzciaw. Yes. 

Mr. Passman. Is this the first time that any of the limestone has 
had to be replaced ? 

Mr. Hourzciaw. No, sir; almost from the time the building was 
occupied portions of the limestone facing have become separated. De- 
fective stones found through periodic inspections, have been replaced. 

However, on October 11, 1958, 10 or 12 tons of this facing crashed 
to the street. 

Mr. Passman. Do you know whether or not any of it has been 
replaced more than one time ? 

Mr. Hourzcitaw. No, it has not. I am certain of that. 

Mr. PassmAn. Do you feel that, with the present system of repair- 
ing, the replacement will be more permanent than the original ? 

Mr. Hourzciaw. Iam confident of it, sir. 

Mr. Passman. Youstate, “The law did not permit the capitalization 
of the buildings and the building appurtenances, except certain items 
of special purpose equipment peculiar to the operations of the 
Bureau.” 

Under what account do you get your appropriations for making 
the repairs ? 

Mr. Horrzcitaw. Well, up to the moment, we have awarded con- 
tracts directly, or they have been negotiated through the General 
Services Administration, and we have charged off such costs, current 
costs, and have billed the agencies whom we serve as a part of the 
unit cost for the products that we supply them. 

Mr. Passman. That would also be the situation on the $1.5 million 
supplemental request ? 

Mr. Hourzciaw. A top level decision was made in the Treasury 
Department to seek a supplemental appropriation for that purpose 
rather than to include it in the billing rates to the agencies. 

Mr. Passman. Would this be handled on a contract basis? 

Mr. Hotrzciaw. That is correct. 

Mr. Passman. And the contract would be awarded to the lowest 
bonded satisfactory bidder ? 

Mr. Hotrzciaw. That is correct. 

Mr. Passman. You state here, 

Funds would be required without fiscal-year limitation, with the understanding 
that should the cost of the work be less than the estimate, any unexpended funds 
will not be used for any other purpose. 

Now, if you are awarding this work on a contract basis, and you 
have a firm bid from a bonded contractor, would you not know the 
exact amount of the cost so that you could enter into an obligation? 

Mr. Hottzcraw. Well, I might point out that we had requested 
the General Services Administration to proceed with advertising for 
bids, with the opening date to be February 1, so that we would have 
a firm price to submit, along with the request for the supplemental. 

However, the General Services Administration pointed out that by 
law, they are not permitted to obligate funds that are not available 
for the purpose. 

Mr. Passman. But, nevertheless, could you not receive these bids? 

Mr. Hotrzctaw. The bids could be received, but there is no as- 
surance that the supplemental will be granted. A matter of many 
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months might elapse from the date that the bids were received until 
the contract was awarded, and in the interim period the cost of ma- 
terials and labor could go up and therefore it would not be reasonable 
to expect a contractor to commit himself months in advance before 
he actually received a work order to proceed. 

Mr. Passman. I would not say it would be months, but it appears 
to me that in many instances we move a little too slowly on these 
matters. If we acted similarly in competitive enterprise, such as we 
have in America, I am afraid we would be far behind. I do not see 
any need for this type of procedure, but I suppose it is standard in 
the Government. 

Under your procedure, all you do is submit an estimate in your 
supplemental request; do you not? You do not know whether the 
estimate will be high or low. You may ask for $1.5 million and may 
get a contract for $1 million ? 

Mr. Hotrzciaw. That is correct. 

Mr. Passman. In all probability, you are going to ask for a sup- 

lemental appropriation that will in every case take care of the cost; 
is that correct ? 

Mr. Hourzciaw. That is correct. 

Mr. Passman. So, this estimate could be substantially higher than 
the contract ? 

Mr. Hourzciaw. It could be substantially higher; it could be some- 
what lower, but I doubt seriously that it will be any lower. 

Mr. Passman. I am speaking of the supplemental amount you are 
requesting. Could it not be much higher than the actual bid itself? 

Mr. Hotrzcitaw. That is conceivable, but improbable. 

Mr. Passman. Would the supplemental appropriation be applicable 
to fiscal year 1960 or 1961 ? 

Mr. Hourzctaw. We wish it to be appropriated without fiscal-year 
limitation, because our understanding is that the work will continue 
over a period of approximately 2 years. 

Mr. PassmaAn. That would not alter the fact that you have a firm 
contract, obligated for a specific amount; would it? 

Mr. Horrzciaw. Well, if the Congress appropriated the money and 
earmarked it for one fiscal year, then it would not be available for the 
succeeding fiscal year. 

Mr. Passman. Even if it had been obligated? Many times you 
draw your checks beyond the expiration date of the fiscal year; do you 
not ? 

Mr. Hourzciaw. Well, the payments would not be made until a 
certain percentage of the work was performed. 

Mr. Passman. But if you enter into a firm commitment to obligate 
those funds, then you would not need to have this without fiscal-year 
limitation; would you? That is, if you entered into a sound contract 
and actually obligated the funds and were waiting for the completion 
of the work before drawing the check ? 

Mr. Hotrzcuaw. You are correct, Mr. Chairman, but I personally 
thought it was safe to use that language, or it would be safer to use that 
language so that there would be no misunderstanding at a later date. 

Mr. Passman. Of course, Congress is somewhat reluctant to appro- 
priate funds without fiscal year limitation. You dohave it done in the 
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military, and in some of the other departments, but it is not a very 
satisfactory procedure. 

I do not believe you gave us this information: Are you requesting 
the funds to apply against fiscal year 1960 or fiscal year 1961 ? 

Mr. Hotrzctaw. We would wish that the money would be made 
available at the earliest possible time, and therefore the request would 
be to have them available in 1960. 

Mr. Passman. Has the Budget Bureau already approved the 
request ? 

Mr. Hourzciaw. Well, the request for the supplemental appropria- 
tion was channeled through the proper officials in the Treasury 
Department. 

Colonel Johnson is the Budget Officer, and it met with the approval 
of the Under Secretary of Treasury. It was passed on to the Budget 
Bureau. The Budget Bureau already has held hearings on it. I do 
not know what status it now occupies. 2 

Mr. Passman. I am trying to be helpful, not critical. There will be 
questions asked as to the status at this time. However, it is in the 
Bureau of the Budget, and you have held hearings, but you do not 
know whether the Budget is going to approve the request or not ? 

Will you try to ascertain from the Director of the Budget if this is 
going to be approved, and, if so, when? I think you have made a 
good case here, in that you are endangering life and that there are tons 
of the limestone facing falling off, down onto the sidewalk, and that 
this is something that should be corrected as quickly as possible. 

Mr. Hotrzctaw. We will channel the request for that information 
through Mr. Johnson, who is the Budget Officer, who will, in turn, 
contact the Budget Bureau. 

Mr. Jounson. Mr. Chairman, if I might add a word at this point, 
in answer to your question, we have made inquiry of the Budget and 
we have been told that this item, with some others, is under very active 
consideration, and that we will be advised in the not-too-distant fu- 
ture, as to just what action the Budget proposes to take on it. 

Mr. Passman. I usually do not encourage spending, because I oper- 
ate on the opposite of the street. But in a case such as this, where 
there are very hazardous conditions, I would favor the work. 

Mr. Hourzciaw. I would like to point out that I have a photograph 
here of the building, and you can see it is a huge building. These 
limestone facings weigh around 1,800 pounds apiece, and if they were 
to become dislodged and fall down into this court, they would go 
straight through into the work areas where hundreds of people are 
working, and you can imagine, as well as I, what might happen. It 
might fall on the street and interfere with vehicular traffic on any one 
of these four streets. ; ; 

In my judgment, it constitutes an extremely serious hazard. 

Mr. Passman. It has already happened that some of the limestone 
has fallen? 

Mr. Hotrzcitaw. Yes. And that, of course, is the best evidence of 
this condition, and, furthermore, 72 slabs weighing between 1,000 and 
1,800 pounds have been replaced since 1958. And also 58 slabs were 
replaced prior to October 1958. 

{r. Passman. I am sure the committee would like to have you get 
an up-to-date report from the Bureau of the Budget. I do not see 
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how they could decline to recommend a request for funds for a project 
that comes under the heading of an emergency such as this. : 

I believe you pointed out that the law precludes you from paying 
this expenditure out of your regular appropriation because it has to 
be capitalized ; and on that basis, you have to have a special sy’ ek 

un 


ation, and that the money cannot come out of your revolving on 
account of the status of the capitalization of the building, and the 
improvements ? 


Mr. Hourzcraw. Well, on the other hand, we received, from the 
Office of the Comptroller General, a ruling authorizing us to make 
this repair work and charge it off to current costs. 

Mr. Passman. I am speaking about the $1.5 million. 

Mr. Hourzciaw. Yes; I am speaking about that too. 

We did not ask them specifically about the $1.5 million, but we 
asked them about corrective measures. You see, Mr. Chairman, this 
hazard has existed for many, many years but it was brought into 
focus on October 11, 1958, and we had to proceed to make immediate 
repairs and continue to make inspections and subsequent repairs, so 
we had to take positive action, and take it immediately, in order to 
protect life and limb, so we sought an opinion from the Comptroller 
General and he authorized the repair work on the basis of charging it 
to current cost. 

Mr. Passman. Then, you could make an expenditure of $1.5 mil- 
lion, if it should become necessary, without legislation or without 
approval of the Budget, or without a supplemental appropriation ? 

Mr. Hourzciaw. I might at this time add that a decision at top 
level has been made to seek a supplemental appropriation rather than 
to charge it into current costs. 

Mr. Passman. But if you should not get the supplemental funds, 
— have the authority to which you referred to proceed with the 
work. 

Mr. Hourzciraw. Well, I think we would again have to pursue each 
avenue to obtain that authority through the Under Secretary of the 
Treasury, and perhaps even go back to the Comptroller General to 
lay before him the fact there is so much money involved. 

Mr. Passman. To keep the record straight, did they place a limita- 
tion on the expenditure, or just authorize the repairs? 

Mr. Hotrzctaw. There was no limitation placed on it. 

Mr. Passman. Then, by broad interpretation of the directive, you 
could proceed, if you did not get a supplemental appropriation by 
possibly reverting to the old plan of getting another decision ? 

Mr. Horrzcraw. We did not actually get a decision from the Comp- 
troller General himself, but from one of the Assistant Directors. 

Mr. Passman. But, from whatever source it came, they placed no 
limitation on it; you were authorized to make the repairs? 

Mr. Horrzciaw. That is correct. 

Mr. Passman. And if you did not get a supplemental, under the 
same procedure, you could make the repairs and ask that the amount 
you expended be placed in some subsequent appropriation; could you 
not ¢ 
Mr. Hotrzciaw. I presume that is so. 

Mr. Passman. That clears it up. 
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FLEXIBILITY OF FUNDING AND FINANCIAL MANAGEMENT 


Does the failure of the total cost of operations projected for 1961 
to reduce commensurately with the sharp reduction in the output of 
the Bureau indicate that the system of financial management and fund- 
ing for the Bureau of Engraving and Printing is not sufficiently flex- 
ible to permit reduction of the number of employees in line with the 
reduced workload ? 

Mr. Hourzciaw. I think, Mr. Chairman, that the answer to your 
question is that the system is completely flexible. I think that the 
progress that we have made, by reflecting economies in our operations, 
is truly spectacular. I mentioned in my opening statement that we 
added another $1,360,000 to the funds that we had already saved on an 
annual recurring basis, which brought it up to a total of $11,800,000 
on an annual recuring basis, and that if it had not been for these 
savings, the $27,200,000 we propose to spend for this budget year 
would have been $39 million. 

I would also like to call your attention to this—— 

Mr. Passman. Without the savings mentioned in your statement, 
your answer to my question is that you would have had to request 
$39 million, rather than the $27,201,706 ? 

Mr. Hourzctaw. May I suggest a correction there? We are not 
requesting anything, Mr. Chairman. May I change that or would 
you like to change that on the record ? 

Mr. Passman. You would have made a request from some source, 
whether from this committee or from the revolving fund. Are you 
not going to have $27,201,706 with which to operate? 

Mr. Hotrzciaw. We adjust our unit cost to recover the funds which 
are needed to produce the products that we produce. 

Mr. Passman. We are in accord there. 

Mr. Horrzciaw. Yes, I know. 

Mr. Passman. But it is a question of whether or not, without the 
savings or expenditures, whether it would be $39 million or $27,201,- 
706; whether it is a request or whether it is a replacement or whether 
it is from some other committee, we are all aware of where it comes 
from, but the answer would have to be “yes.” 


PRINTING OF TAX STAMPS 


Is this 1960 appropriation based on the continued use of the various 
stamp items by the Internal Revenue Service ? 

Mr. Horrzcraw. The Bureau of Internal Revenue discontinued the 
use of the cigarette stamp which constituted about 90 percent of our 
revenue program, and therefore there are no funds in our budget sub- 
mission for 90 percent of the revenue program. 

Mr. Passman. What economies have resulted in 1960 from the elimi- 
nation of those stamp items just prior to the beginning of fiscal year 
19607 

Mr. Horrzciaw. I would like to ask Mr. Deery to give you that in- 
formation, Mr. Chairman. 

Mr. Derry. Mr. Chairman, in fiscal 1959 the cost of the products 
delivered to the Internal Revenue Service was $214 million; for the 
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items which were retained and we still continue to print will cost ap- 
proximately $983,000 this year and $995,000 in 1961. 

Mr. Passman. As regards this limitation, you included an amount 
for it; did you not? 

Mr. Derry. That is correct. 


UNOBLIGATED FUNDS FOR PRINTING OF STAMPS 


Mr. Passman. What use has been made of the funds unobligated 
and unneeded ? 

Mr. Derry. Mr. Chairman, under the revolving fund method of 
financing we just spend the necessary money for materials, supplies, 
and labor to produce the products that we are requested to deliver. 

Mr. Passman. But with regard to this limitation last year, that 
included funds for the printing of these stamps ? 

Mr. Derry. Yes, it did. 

Mr. Passman. And after you discontinued that operation, you re- 
quired less funds? 

Mr. Derry. That is correct. 

Mr. Passman. What happened to the difference ? 

Mr. Derry. As far as the Bureau of Engraving and Printing is con- 
cerned, we will bill Internal Revenue approximately $1.5 million less 
in 1960 than we did in 1959. We discontinued the printing of the 
stamps at the time they requested us to doso. 

Mr. Passman. This is a matter of a bookkeeping problem, and the 
money was not actually credited to your account; so you just spent 
less money and it was never drawn out? 

Mr. Derry. That is correct. They do not pay us until after the 
products are completed and delivered. 

Mr. Passman. Should we take that fact into account when the 
Internal Revenue Service comes before this committee; they must have 
requested funds in their estimate? Would you tell us the amount they 
requested ? 

Mr. Hotrzciaw. I do not know the amount, but I am positively 
certain that the Internal Revenue Service will not ask for money—I 
mean for 90 percent of the product that we discontinued producing for 
them. 

Mr. Passman. Did they ask for it? I think that Congress made 
the appropriation, and now we want to know what disposition was 
made of the unneeded and unused funds. 

Mr. Jounson. Mr. Chairman, might I have a word at this point? 

Mr. Passman. Yes. 

Mr. Jounson. This, I hope, might clarify this situation a little. 

The products that the Bureau of Engraving and Printing manu- 
factures and sells to their customers is paid for by their customers, 
including the Treasurer of the United States, the Internal Revenue 
Service, the Federal Reserve banks, and others. 

Mr. Passman. And the Post Office. 

Mr. Jounson. Yes, the Post Office. 

This money to pay the Bureau of Engraving and Printing for the 
products ordered and delivered is appropriated to them. 

Mr. Passman. Yes, I know. 

Mr. Jonnson. And not to the Bureau of Engraving and Printing. 
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Mr. Passman. I understand. 

Mr. Jounson. You are quite right in the statement you just made 
that the Internal Revenue Service did secure money in their appropri- 
ation for 1960 fiscal year for the stamps which you have been discuss- 
ing. I will suggest that they will be in a position to explain to you, 
when they come up, what they did with the money which was appro- 
priated for that purpose, but which they did not use to purchase stamps 
from the Bureau of Engraving and Printing. 

Mr. Passman. I hope that the members of the committee will ask 
that question of the Internal Revenue Service because it appears as 
if this might effect a little savings. It may be that they have the 
right under the law to transfer the funds, and they might have spent 
the money; but if they are going to have some tnobligated funds we 
want to know about it. 


BILLING RATE PER THOUSAND NOTES 

You state: 

It is estimated that the unit cost rate in fiscal years 1960 and 1961 will average 
$9.03 per thousand notes, or 51 cents greater than in fiscal year 1959. 

"eo that fact account for your overhead remaining about the 
same ? 

Mr. Horrzciaw. Well, some of the overhead will be distributed 
as a product of a cutback in production requirements, and it is also 
indicated there that we will have to absorb $426,000 in wage increases 
which have already been made to unclassified employees, $27,730 as 
our contribution to the retirement fund; and in 1961 there will be 
$183,000 that we will have to contribute in support of the employees 
health program. 

Mr. Passman. That helps to make your case. Why did you not 
have that information in your prepared statement ? 

Mr. Horrzctaw. Well, we dislike making them too long, because 
it becomes boring to have to listen to them being read. 

Mr. Passman. We do not object to being bored if we can get the 
information needed. The information you have given accounts 
for the fact your overhead is remaining about the same, and the only 
way we could have found this out was to ask the question. 

Mr. Hotrzcuaw. I, too, am trying to be helpful, Mr. Chairman. 


DEFERRED ITEMS OF CAPITAL EXPENSE 


Mr. Passman. I know that you are. 
Do you have any deferred items of capital expense? 
Mr. Hourzctaw. We have a number of items in the form of fixed 
assets for which we have obligated ourselves, some of which have 
not been delivered, and accordingly have not been paid for, and that 
-origeas to quite a sum of money, and Mr. Deery has the breakdown 
ere. 

Mr. Passman. Without objection, you may insert that statement in 
the record at this point, so that all of the members may have an 
opportunity to study it in detail. 
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(The information referred to follows :) 


Statement showing outstanding obligations for fixed assets as of Dec. 31, 1959 


Balance of specially designed equipment for processing stamps in coil Amount 

















form ee a TE A 2 PEE a) SES $673, 790 
Gum-measuring equipment for high-speed postage stamp presses__-- 60, 566 
Prototype of new type ink fountain for high-speed currency presses_- 64, 729 
OPO NCIENUTNT ay UREN EADS SRP LEE URI ROD EN or tr eee 20, 000 
Numbering machines for currency overprinting presses____-------- 12, 623 
Air conditioning area where 32-subject currency is produced____---- 234, 619 
Experimental equipment—machine for automatic replacement of 

EET aS a IRR SO ene ones pepe ee eres 42, 844 
Alteration and maintenance—relocation of equipment______--------- 25, 722 
Miscellaneous plant machinery and equipment items_____------------ 116, 478 
ET PT END oot FN Be Be ae em cune 8, 500 
Office machines RR EES OR EEE RT ee Oe ae ere eee 8, 755 
Furniture and fixtures tg Har OE el a aa co es 11, 374 

NR ee ea Se SS ees 1, 275, 000 


MANUFACTURE OF STAMP COILS 


Mr. Passman. The table on page 7 indicates that the unit cost rates 
for postage coils are rising each year, according to the record, 1959 
through 1961, while the budget justification on page 3, indicates that 
additional recurring annual savings of $359,000 have been generated 
in the manufacture of stamp coils. 

How are these two portions of the budget justifications reconciled, 
one with the other? 

Mr. Hourzcraw. We are still producing a great many coils by semi- 
automatic means, because the equipment has not yet been delivered. 

We anticipate that when all of the coil equipment has been delivered 
there will be an annual recurring savings of $600,000 but we are not 
discussing that at this time because the savings have not yet. been 
realized because the equipment has not been delivered and put into full 
operation. 

Mr. Passman. Thank you very much. 

Mr. Pillion. 


EMPLOYMENT REDUCTION COMPARED WITH DECREASE IN PRODUCTION 


Mr. Pituion. Mr. Holtzclaw, I was quite surprised here to see a 
decrease in the units of production and operations from 54 million 
down to 32 million by reason of the elimination of one type of stamp. 

Mr. Horrzaciaw. Yes, sir. 

Mr. Pitxion. And I would not expect, of course, your overhead to 
go down in that relation, but I would expect it to go down some; nor 
would I expect your employment to decrease in proportion to your 
production, but I would expect your employment to decrease some- 
what in proportion to your decrease in production; is that not right ’ 

Mr. Hoxrrzciaw. Yes. 

Mr. Prixion. And your item for personal services amounts to 
about $16 million out of your $23 million, so that all in all I am very 
disappointed at the lack of savings in your employment costs, in 
view of the fact that your production is just about 50 percent of what 
it was. in 1959. 
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Now, I note that your accounting figures and your bookkeeping 
looks pretty good, but I think if we really look into it it does not 
look too good. If you examine it a bit closer, you show kind of a 
balanced situation as to your expenditures but the way you do that, 
I am sure, is that you do not get the money from the Treasury De- 
partment for printing cigarette stamps, for instance, so you must 
increase your costs to the other departments per unit. I suppose 
that is the way that was done. I wonder if you would be good enough 
to tell us why, when you have a reduction from 53 million units to 32 
million you are only able to bring about a savings of 100 jobs out of 
3,200, which would be roughly 3 percent reduction in employment, 
and yet your reduction in output is 60 percent or 40 percent ¢ 

Mr. Hourzcitaw. Mr. Pillion, that is a very intelligent question. 

Mr. Pitxt0Nn. Do not flatter me. 

Mr. Hotrzciaw. I could, of course, understand how you would be 
deceived by it, may I say, when you refer to the units produced. 

Actually, there were 90 people engaged in the production of about 
25 billion internal revenue stamps. We have reduced the number 
of people on the payroll since those stamps were discontinued. Just 
what the figure is I will have in a moment, I hope, but I would like 
to go back and state again that in 1951 we had 6,427 people on the 
payroll for the year and today we have 3,268 people. 

Mr. Pitui0on. May I just say that that is not a comparable situation. 
I have brought this up a number of times. 

For instance, this morming one of the agencies stated how much 
they saved the past 10 years by reason of installing check machines, 
and they wanted to compile that savings over a period of 10 years to 
show the good job that they did. That would be just like my saying 
that when I am running a business I should be given credit because 
I am hauling coal by truck, rather than hauling it by wheelbarrows. 
I do not deserve any credit because I am hauling coal by truck rather 
than by wheelbarrow. You have a new method coming in, so that is 
it. That is not a savings any more. 

When I talk about this I am talking about today’s costs and not 
about an antiquated system as against a machine system that you have 
now. 

I cannot accept that as a valid demonstration or as valid evidence 
of economy. 

Whenever you install a new machine, certainly you are going to 
operate more efficiently. You cannot say that if we had not put in 
the machine it would have cost us so much, because that is no com- 
parison, and you cannot say, “We save so much thereby, because we 
did put in a machine that is available.” 

Anyhow, I understand the situation, I think, Mr. Holtzclaw, with- 
out going into it any further. The answer, roughly, is this: that the 
cost of the type of stamp that was discontinued was relatively small 
compared with the other units there, and that you only had 90 persons 
employed in that particular operation, and they have just about all 
been enneted in your new budget, and I think that answers it, does 
it not 

Mr. Horrzciaw. Yes, it does. 

Mr. Priuion. That is, unless you want to add something else to it, 
but I will not accept that other reasoning. 








( Discussion off the record.) 
REPAIR OF LIMESTONE FACING 


Mr. Priuion. By the way, Mr. Holtzclaw, what can we do here as a 
committee, to get the money to repair those buildings? 

Mr. Hourzciaw. I do not believe there is any action indicated for 
this committee to take. I think the chairman has expressed himself. 

We would still hope that the supplemental appropriation would be 
granted. We believe that it is vital and necessary to protect life and 
limb. 

Mr. Pituion. How long will it require to make those repairs? 

Mr. Hourzciaw. It is estimated it will take close to 2 years. 

Mr. Pinion. I thank you, and I wish you luck. 

Mr. Hourzciaw. Thank you. 


JUSTIFICATION REQUIRED DESPITE FINANCING FROM REVOLVING FUND 


Mr. Passman. Mr. Holtzclaw, it appears to me, in regard to this 
matter of your request that we amend the law setting up this revolving 
fund, that when certain agencies come before this committee and state, 
“We are not asking for an appropriation; we just merely report,” you 
are incorrect, and any other head of an agency similarly coming be- 
fore the committee and stating, “We are not ask for an appropria- 
tion,” is also incorrect. Indirectly, that is exactly what you are doing; 
you are trying to justify the amount of money you are going to need 
on which to operate your agency; and this committee and the Con- 
gress must make an appropriation, either through the Treasury, the 
Post Office Department, or the Bureau of Internal Revenue. Money 
is required for you to operate, and because you are not requesting 
a direct appropriation, directly to your bureau, is no sign that it is 
not justification for an appropriation which this committee has to 
consider. 

This comment is merely to keep the record straight, that it does 
deal with an appropriation, and you are submitting your justifica- 
tion, so that we may consider the amount which you need when the 
proper bureau head comes before this committee, making a request. 
This does not apply only to your agency, but applies similarly to any 
other agency operating out of this revolving fund. So far as I am 
concerned, your testimony is no different from that of any other agency 
that comes before this committee, and you are endeavoring to justify 
the amount of money you have spent and the amount of money which 
you will need for the next fiscal year. 

It may not have been your recommendation that brought this law 
into being, but we do certainly want to have a meeting of the minds 
here that what you are doing is submitting information to the com- 
mittee that would justify this committee making a recommendation 
for an appropriation, in the amount of $27 million to be approved for 
your agency for fiscal year 1961. Have I accurately stated the 
situation ? 

Mr. Horrzciaw. Well, perhaps so, because of my limited ability to 
make myself clear, Mr. Chairman, 
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Mr. Passman. You did make it clear. But I wondered if we 
agree that we are going to searopenate, upon the basis of the justifi- 
cations and the case you make here, to some other agency for you? 

Mr. Hourzcutaw. Mr. Chairman, I think elsewhere in the testimony 
you hade indicated that we were requesting a certain sum of money. 

Mr. Passman. Yes. 

Mr. Houtrzcitaw. And, simply to set the record straight, I was trying 
to be helpful and I stated that we were not here seeking an appropria- 
tion, but were giving an account of our stewardship. I realize, of 
course, that this committee must appropriate money to the other agen- 
cies who do business with us, otherwise they cannot buy the products 
which we produce, so we are on common ground. 

Mr. Passman. We are appropriating billions of dollars and we cer- 
tainly do not want the record to show that you are not making a case 
for a certain amount of money. That is exactly what you are doing, 
whether we appropriate it directly to your agency, or whether we 
appropriate it to the Post Office Department, which, in turn, allocates 
it to you, or whether we appropriate it to the revolving fund and then 
it is given to you. We have to make our recommendations based upon 
the testimony that you present before the committee. 

I simply want the record to indicate that is my understanding of the 
matter. 

TRIBUTE TO REPRESENTATIVE CANFIELD 


Now that Mr. Canfield has arrived, if the reporter will please go 
back and read Mr. Holtzclaw’s original statement concerning the dis- 
tinguished gentleman from New Jersey, we shall appreciate it very 
much. 

(The record was read back by the reporter as follows :) 


Mr. Hoitzciaw. I have a statement to make, but in advance of it I was hoping 
that I might have the opportunity to pay tribute to a former chairman of this 
committee, Mr. Gordon Canfield, of New Jersey. 

I would like this to be shown in the record, if there is no objection, that I 
consider him a gentleman, a scholar, and a statesman. He has been extremely 
generous, kind, and considerate of us, and it is entirely conceivable he may not 
be on this committee next year, nor that I may be a witness to appear before this 
committee on which he has distinguished himself. 

I would like to salute him and extend to him my very best wishes for good 
health and happiness and a long life. 

Mr. PassMAN. Thank you, Mr. Holtzclaw. Speaking for the committee, I 
might say that every member of this group feels as you do about Congressman 
Canfield. He was an able chairman of the Treasury and Post Office Appropria- 
tions Subcommittee, respected by all who served with him, and by all the wit- 
nesses who appeared before the committee, and this committee is going to miss 
Mr. Canfield. He has made an outstanding contribution not only to this sub- 
committee but to the full Appropriations Committee, and to the Congress and to 
the country as a whole. 

We regret that we are going to lose his services, but it is my understanding 
that he has decided to retire. We hope that before the afternoon is over you 
will have an opportunity to greet Mr. Canfield in person. He is punctual in the 
performance of duty and, with few exceptions, Mr. Canfield is here early, and 
he remains late, because his heart is in his work. 


Mr. Horrzcitaw. Mr. Chairman, may I say this one further thing? 
Throughout the years Mr. Canfield has ——— an intense, con- 
tinuing interest in multicolored stamps, and he has given us courage 
and guidance at times when there was criticism concerning the cost of 
multicolored stamps. 











{ Discussion off the record.) 


REPAIR OF LIMESTONE FACING 


Mr. Pitxton. By the way, Mr. Holtzclaw, what can we do here as a 
committee, to get the money to repair those buildings? 

Mr. Hotrzciaw. I do not believe there is any action indicated for 
this committee to take. I think the chairman has expressed himself. 

We would still hope that the supplemental appropriation would be 
granted. We believe that it is vital and necessary to protect life and 
limb. 

Mr. Pituton. How long will it require to make those repairs? 

Mr. Hourzciaw. It is estimated it will take close to 2 years. 

Mr. Putzt0n. I thank you, and I wish you luck. 

Mr. Hotrzciaw. Thank you. 


JUSTIFICATION REQUIRED DESPITE FINANCING FROM REVOLVING FUND 


Mr. Passman. Mr. Holtzclaw, it appears to me, in regard to this 
matter of your request that we amend the law setting up this revolving 
fund, that when certain agencies come before this committee and state, 
“We are not asking for an appropriation ; we just merely report,” you 
are incorrect, and any other head of an agency similarly coming be- 
fore the committee and stating, “We are not ask for an appropria- 
tion,” is also incorrect. Indirectly, that is exactly what you are doing; 
you are trying to justify the amount of money you are going to need 
on which to operate your agency; and this committee and the Con- 
gress must make an appropriation, either through the Treasury, the 
Post Office Department, or the Bureau of Internal Revenue. Money 
is required for you to operate, and because you are not requesting 
a direct appropriation, directly to your bureau, is no sign that it is 
not justification for an appropriation which this committee has to 
consider. 

This comment is merely to keep the record straight, that it does 

deal with an appropriation, and you are submitting your justifica- 
tion, so that we may consider the amount which you need when the 
proper bureau head comes before this committee, making a request. 
This does not apply only to your agency, but applies similarly to any 
other agency operating out of this revolving fund. So far as I am 
concerned, your testimony is no different from that of any other agency 
that comes before this committee, and you are endeavoring to justify 
the amount of money you have spent and the amount of money which 
you will need for the next fiscal year. 
_ It may not have been your recommendation that brought this law 
into being, but we do certainly want to have a meeting of the minds 
here that what you are doing is submitting information to the com- 
mittee that would justify this committee making a recommendation 
for an appropriation, in the amount of $27 million to be approved for 
your agency for fiscal year 1961. Have I accurately stated the 
situation ? 

Mr. Hortzcitaw. Well, perhaps so, because of my limited ability to 
make myself clear, Mr. Chairman, 
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Mr. PassmMan. You did make it clear. But I wondered if we 
agree that we are going to appropriate, upon the basis of the justifi- 
cations and the case you on here, to some other agency for you? 

Mr. Hotrzcitaw. Mr. Chairman, I think elsewhere in the testimony 
you hade indicated that we were requesting a certain sum of money. 

Mr. PassMAN. Yes. 

Mr. Houtrzctaw. And, simply to set the record straight, I was trying 
to be helpful and I stated that we were not here seeking an appropria- 
tion, but were giving an account of our stewardship. I realize, of 
course, that this committee must appropriate money to the other agen- 
cies who do business with us, otherwise they cannot buy the products 
which we produce, so we are on common ground. 

Mr. PassmaNn. We are appropriating billions of dollars and we cer- 
tainly do not want the record to show that you are not making a case 
for a certain amount of money. That is exactly what you are doing, 
whether we appropriate it directly to your agency, or whether we 
appropriate it to the Post Office Department, which, in turn, allocates 
it to you, or whether we appropriate it to the revolving fund and then 
it is given to you. We have to make our recommendations based upon 
the testimony that you present before the committee. 

I simply want the record to indicate that is my understanding of the 
matter. 

TRIBUTE TO REPRESENTATIVE CANFIELD 


Now that Mr. Canfield has arrived, if the reporter will please go 
back and read Mr. Holtzclaw’s original statement concerning the dis- 
tinguished gentleman from New Jersey, we shall appreciate it very 
much. 

(The record was read back by the reporter as follows:) 


Mr. Hottzciaw. I have a statement to make, but in advance of it I was hoping 
that I might have the opportunity to pay tribute to a former chairman of this 
committee, Mr. Gordon Canfield, of New Jersey. 

I would like this to be shown in the record, if there is no objection, that I 
consider him a gentleman, a scholar, and a statesman. He has been extremely 
generous, kind, and considerate of us, and it is entirely conceivable he may not 
be on this committee next year, nor that I may be a witness to appear before this 
committee on which he has distinguished himself. 

I would like to salute him and extend to him my very best wishes for good 
health and happiness and a long life. 

Mr. PassMAN. Thank you, Mr. Holtzclaw. Speaking for the committee, I 
might say that every member of this group feels as you do about Congressman 
Canfield. He was an able chairman of the Treasury and Post Office Appropria- 
tions Subcommittee, respected by all who served with him, and by all the wit- 
nesses who appeared before the committee, and this committee is going to miss 
Mr. Canfield. He has made an outstanding contribution not only to this sub- 
committee but to the full Appropriations Committee, and to the Congress and to 
the country as a whoke. 

We regret that we are going to lose his services, but it is my understanding 
that he has decided to retire. We hope that before the afternoon is over you 
will have an opportunity to greet Mr. Canfield in person. He is punctual in the 
performance of duty and, with few exceptions, Mr. Canfield is here early, and 
he remains late, because his heart is in his work. 


Mr. Horrzcraw. Mr. Chairman, may I say this one further thing? 
Throughout the years Mr. Canfield has displayed an intense, con- 
tinuing interest in multicolored stamps, and he has given us courage 
and guidance at times when there was criticism concerning the cost of 
multicolored stamps. 
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I might add that although the commemorative stamps cost probably 
twice as much as ordinary stamps, it is my understanding that many 
millions of dollars are saved by the Post Office Department since those 
stamps do not go through the mails, but are held by the collectors. 

Out of consideration of his great interest in multicolor stamps and 
his contribution to the effort, I would like, if the chairman will permit 
me to do so, to present him personally with these multicolor stamps. 
There are 17 stamps there, all having been produced on the new multi- 
color press that we recently acquired. 

In doing so, I would like the record to show that those stamps did 
not come out of our inventory, but were purchased by me from the 
Post Office Department and I have a receipt to prove it [indicating], 
and I hope you will cherish them, if not for yourself, for your grand- 
children, or dispose of them in any way you see fit, and, in closing, let 
me say again it has been a pleasure and an honor to have known 
you, sir. 

Mr. Passman. Thank you, Mr. Holtzclaw. 

Now we yield to Mr. Canfield. 

Mr. Canrte.p (presiding). Mr. Chairman and Mr. Holtzclaw, my 
colleagues of the committee;:and other friends from the Bureau of 
Engraving and Printing, and I must not exclude Colonel Johnson, 
this is terrific, this plaque of multicolored stamps. 

I had to be a little late this afternoon because of a series of im- 
portant telephone calls, but I am glad I am here. 

It is a wonderful thing for a person to smell the sweet aroma of 
nice flowers while he is still breathing. 

You say, Mr. Holtzclaw, you understand that I will not be with 
the committee next year. That is correct. I have decided to retire, 
come January 2, 1961, after 37 years of service on Capitol Hill, 20 
as a Member of the House and 17 as secretary to my predecessor. 

You will never know the pleasure I have experienced in serving 
on this committee, now chaired by the distinguished gentleman from 
Virginia, Mr. Gary. I love him and I love all of my colleagues serv- 
ing on this committee. 

When I recap—and some day I may do some writing—my experi- 
ences as a member of this committee, most certainly I shall always 
remember you, Mr. Holtzclaw. 

I can recall very vividly the turmoil experienced by the Bureau of 
Engraving and Printing over a period of years, and it was not until 
you took over as the chief officer of the Bureau that most of those 
difficulties were in the main resolved. 

Now you have heard me say in other appearances how much I 
believe in you and how highly I regard you for your accomplishments. 
I will not repeat those statements here today. 

I think when a man has been in public life as long as I have, you 
get to be able to read character, you get to be able to appraise the 
hearts of men, and I have read your character and your heart. You 
have gone all out in humanizing your Bureau, and you have gone very 
far. I know that you have suffered physically—even as I have—as 
shown by the intense way you have applied yourself. 

Personally, I hope you will be here next year as a witness before this 
committee, and for many years to come you and your loved ones will 
enjoy good health and real happiness. I know of no one in the 
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Federal Government today who deserves that more than your own 
good self. 

~ Of course, I was totally unaware of this presentation of multicolor 
stamps here today, and I want you to know that I am very proud 
of it. It is a beautiful arrangement, and while I am not a stamp 
collector—I have never acquired the hobby—I do not know but what 
I am going to begin rather soon, because this is wonderful, and I thank 
you from the bottom of my heart. 

I also want at this time to express and emphasize my deep affec- 
tion and regard for the gentleman from Louisiana, who spoke of his 
colleague from New Jersey as he did. 

I also know samething about his greatness, because I think you 
come to know a man when you live with him, not only in the com- 
mittees, but in other ways. 

I have traveled far and into strange places with Otto Passman, 
Vaughan Gary, and others on this subcommittee, to Europe and the 
Orient, and he is true blue. He is an outstanding statesman, and like 
yourself a real gentleman with a great heart. 

I think one of the things I will have to do in my retirement days 
is to go down into the bayous of Louisiana and pay him some personal 
testimony. 

Mr. Passman. Gordon, I want to say “thank you” from the bottom 
of my heart. I am going to be calling this to your attention, that 
you made this promise, and I am not going to let you take it out of 
the record; that is, that you will come to Louisiana to visit with me, 
and I promise you we will go down to the bayous and do a bit of 
fishing, and really I will help you enjoy part of your retirement. 

Mr. Canrietp. I will do that, and that is a promise. However, I 
am not going to bear testimony to fishing alone. I want to bear testi- 
mony about you to your people. 

Mr. Passman. My heartfelt thanks to you, my friend. 

Mr. Canrievp. I want to have you know what a Republican from 
New Jersey thinks about my most distinguished Democratic friend 
from Louisiana. 

Mr. Passman. The Democrat from Louisiana would keep the Repub- 
lican from New Jersey in this Congress and on this committee, if he 
had that power. 

Mr. Canrtetp. Mr. Chairman, I have no questions at this time, but 
in closing I would add this statement: During Mr. Holtzclaw’s incum- 
beney as Director of the Bureau of Engraving and Printing, I have 
had the occasion many times to send down to the Bureau constituents 
of mine who were deeply interested in the Bureau’s activities and who 
wanted to review them in a proper, intelligent way, and Mr. Holtz- 
claw did not send a messenger boy to accommodate them, but he came 
out himself, and he took time off to give them a most. memorable picture 
of the Bureau’s activities, and I wish, Mr. Holtzclaw, you could see 
the letters that they have written to me in appreciation, and undoubt- 
edly they have written you directly also. 

For that, too, I want to say, “Thank you,” and again wish you well. 

Mr. Horrzcitaw. Mr. Canfield, may I say that your remarks touch 
me deeply, and I shall recall that which you have said for so long as 
I live, because the things you have said are meaningful, and are imbued 
with deep sincerity, and that I know. 
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Mr. Canrtetp. May I say one other thing—and I do not want to 
continue any longer, but remember, please, Mr. Holtzclaw, that one of 
the greatest blessings, one of the greatest assets any man can have is 
good health and I want you to have that and keep it. 

Mr. Horrzciaw. Thank you. 

Mr. Canrietp. You deserve it. 

Mr. Hourzciaw. Thank you again, Mr. Canfield. 

Chairman Gary, I am delighted that you were able to be present. 
today so that I could extend you my best wishes, too, and also the 
thanks for all the courtesies and considerations that you have shown 


me. 

Mr. Gary. Thank you, Mr. Holtzclaw. 

I am sorry that I was detained at another meeting and was, there- 
fore, unable to hear all of your testimony. This committee recog- 
nizes you as one of the most dedicated employees in the Federal service. 

You have done a grand job in administering the Bureau of Printing 
and Engraving, and we are proud of your accomplishments. You 
have made the transition over to the business-type of operation very 
satisfactorily, and this committee appreciates the work you have done. 

Mr. Hourzciraw. Thank you, Mr. Chairman. 


OFFICE OF DEFENSE LENDING 


WITNESSES 


ROBERT M. SEABURY, DIRECTOR, OFFICE OF DEFENSE LENDING 
JAMES M. BOTELER, ADMINISTRATIVE OFFICER 


LimiTATION ON ADMINISTRATIVE EXPENSES, RECONSTRUCTION FINANCE 
Corporation LiquipaTIon Funps 


Program and financing 





1959 actual | 1960 estimate | 1961 estimate 











roe by activities: 
iquidation of lending program.__............-.---------- $144, 490 $90, 000 $80, 000 
Deduct portion not chargeable to limitation.............-. 9, 328 
Total accrued administrative expenses.............-.---. 135, 162 90, 000 80, 000 
Financing: Unobligated balance no longer available..........- 24, 838 








Limitation 160, 000 90, 000 80, 000 
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Object classification 


















































1959 actual | 1960 estimate | 1961 estimate 

Total number of permanent positions 14 10 8 

Average number of all employees---.-...--------------------- 13 9 8 

Number of employees at end of year-- 12 8 6 

Average GS grade and salary-- --| 10.4 $9,167 | 10.5 $9,094 | 10.0 $8,889 

01 Personal services: 

SETI DONNIE oie nt nciasincnncaensuiaesesnassant $112, 955 $77, 950 $68, 800 

Other personal services. --.-- 1, 365 550 250 

‘Total personal services 114, 320 78, 500 69, 050 

GE TRO ciiccetiosce cannes wise sie ~ 1,474 1, 500 1, 500 

OB: “TRINIION OF BIBS... iciscesnmennsccciennnenccessames 30 25 25 

OR. CORREO OEE CIEE, a inion icenncconancdensesonasa 1, 734 1, 500 1,400 

06 Printing and reproduction. --_.--...-...----------- 5, 600 400 200 

07 Other contractual services. ..-......-.---.--.-.-.- 741 625 1,050 

Services performed by other agencies hae 3, 221 1,700 1, 675 

08 Supplies and materials...................--..----. 831 650 600 

11 Grants, subsidies, and contributions. -..........-.-----.-- 7, 207 5, 100 4, 500 
16: “TOROS GG BI nn oo ve cdi ccctiinsgandsenceanacssin Derren Gee 

Total accrued administrative expenses. -.......-.-.---.- 135, 162 90, 000 80, 000 














Mr. Gary. The Office of Defense Lending has a limitation on admin- 
istrative expenses rather an appropriation. Its administrative ex- 
penses are paid out of the Reconstruction Finance Corporation liquida- 
tion funds. 

Last year the request was for authority to spend $95,000. Our com- 
mittee authorized $90,000 and expressed the hope that the work of 
liquidating these assets would be speeded up so that this activity could 
be eliminated. This year authority is requested to spend $80,000 for 
1961. 

Mr. Robert M. Seabury, Director of the Office of Defense Lending, 
will testify as to the need for this amount. 

We will be glad to hear from you at the present time, Mr. Seabury. 


GENERAL STATEMENT 


Mr. Seasury. Thank you, sir. 

Mr. Chairman and members of the committee, the Office of Defense 
Lending performs the defense lending functions of the Secretary of 
the Treasury under section 302 of the Defense Production Act of 1950, 
as amended, and under section 409 of the Federal Civil Defense Act 
of 1950. The Office also performs those functions of the former Re- 
construction Finance Corporation which were transferred as of the 
close of June 30, 1957, to the Secretary of the Treasury under the pro- 
visions of Reorganization Plan No. 1 of 1957, which plan abolished 
the RFC. I would like to comment briefly on the defense lending func- 
tions before commenting on the requested limitation on administrative 
expenses for liquidation of those functions of RFC for which the Office 
is responsible. 


ACTIVITIES UNDER DEFENSE PRODUCTION ACT 
Defense lending functions under section 302 of the Defense Produc- 


tion Act of 1950, as amended, were transferred to the Secretary of the 
Treasury by Executive Order No. 10489, dated September 26, 1953. 
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This program, including administrative expenses, is financed from 
income and through allocations of borrowing authority and is not 
included in the budget which you are now considering. 

Loans under this authority can be made only upon a certificate of 
essentiality issued by the Office of Civil and Defense Mobilization and 
only after it has been determined that financial assistance is not avail- 
able on reasonable terms from private sources or from other govern- 
mental sources. 

At the time the Office of Defense Lending was established, on July 1, 
1957, there were outstanding section 302 loans amounting to $180.2 
million. During fiscal year 1958 a final disbursement of $6 million 
was made on one loan which had been authorized in a prior year. Dur- 
ing fiscal 1959 a certificate of essentiality was issued for an additional 
loan to one of the borrowers in the amount of $850,000. This loan was 
made by, and is being disbursed by, a bank, and we have executed a 
deferred participation agreement with the bank covering 90 percent of 
the loan. No disbursement of Treasury funds is expected on account 
of this commitment. 

As of July 1, 1958, outstanding loans amounted to $181.7 million and 
by the close of fiscal 1959 this had been reduced to $169.4 million. 
Further reductions are estimated at $10.2 million during fiscal 1960 
and $9.2 million during fiscal 1961. 

In addition, on July 1, 1957, there was a total of $18.3 million in 
deferred participation commitments outstanding. By the close of 
fiscal 1958 such commitments had been reduced to $17 million and at 
the close of fiscal 1959 they had been reduced to $15.8 million. It is 
estimated that further reductions of $2.7 million will be made by the 
close of fiscal 1961. 


CIVIL DEFENSE LENDING PROGRAM 


Defense lending functions under section 409 of the Federal Civil 
Defense Act of 1950 were transferred to the Secretary of the Treasury, 
effective September 28, 1953, under the provisions of section 104 of the 
Reconstruction Finance Corporation Liquidation Act, approved July 
30, 1953. 

No administrative expense allowance for this program is being re- 
quested for fiscal year 1961. This committee did not approve an 
administrative allowance for fiscal year 1956 and no such allowance has 
been, requested or approved for any subsequent fiscal year. Conse- 
quently, no applications for civil defense loans have been accepted 
since the beginning of fiscal year 1956 and our budget makes no pro- 
vision for new loan activity in fiscal year 1961. During fiscal year 
1959 it was necessary to approve an increase of $135,000 in a deferred 
participation commitment in a loan authorized prior to fiscal year 
1956. This loan was made and disbursed by a bank and we do not 
expect any disbursement of Treasury funds on account of this com- 
mitment. 

On July 1, 1957, there were outstanding three direct civil defense 
loans amounting to $1,207,289 and four deferred participation com- 
mitments totaling $2,699,640. During fiscal year 1958 cash repayments 
on loans amounted to $96,256 and the Government’s liability on de- 
ferred participations was reduced $160,646. During fiscal 1959 reduc- 
tions in these loans and commitments amounted to $102,113 and 
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$237,267, respectively. Itis es that. by the close of fiscal 1961 the 
amount of the direct loans will be reduced to $802,000 and the amount 
of the deferred participation commitments to $2.1 million. 


RECONSTRUCTION FINANCE CORPORATION LIQUIDATION FUND 


In addition to the functions heretofore commented on, the Office 
of Defense Lending performs those functions of the former Recon- 
struction Finance Corporation which were transferred as of the close 
of June 30, 1957, to the Secretary of the Treasury by Reorganization 
Plan No. 1 of 1957. This plan abolished the RFC and distributed 
its remaining functions among the Housing and Home Finance 
Administrator, the Administrator of General Services, the Admin- 
istrator of the Small Business Administration, and the Secretary of 
the Treasury. The functions transferred to the Secretary of the 
Treasury consist of— 

(1) the liquidation of business loans and securities with out- 
standing principal balances in excess of $250,000 as of June 30, 
1957 ; 

(2) the liquidation of securities of, and loans to, railroads and 
financial institutions; and 

(3) the winding up of corporate affairs of RFC, including 
the preparation and submission to the Congress by June 30, 
1959, of the final report covering the affairs of RFC up to the 
close of June 30, 1957. 

To carry out these responsibilities during fiscal year 1961, we are 
requesting a limitation of $80,000, a decrease of $10,000 from the 
$90,000 authorized for the year 1960, 

On July 1, 1957, the portfolio of loans, securities, and commitments 
to be liquidated amounted to $56.1 million. During fiscal year 1958 
we were able to reduce this portfolio by $10.2 million and during 
fiscal year 1959 a further reduction of $11.2 million was obtained. 
In this 2-year period the reductions aggregated $21.4 million or 38 
percent of the amount held as of July 1, 1957. 

Funds paid into the Treasury as miscellaneous receipts during this 
2-year period amounted to $24.5 million. Further reductions in the 
portfolio are estimated at $7.6 million for fiscal year 1960 and $9.2 
million for fiscal year 1961. Together with the reductions obtained in 
the 2 previous years these aggregate $38.2 million or 68 percent of the 
amount held as of July 1, 1957. Further payments into the Treas- 
ury as miscellaneous receipts are estimated at $19.1 million for fiscal 
years 1960 and 1961. 

Except for a few items of acquired collateral from which some 
further minor recoveries are expected, the liquidation of loans to, 
and securities of, financial institutions has been completed. The last 
issue of securities of an open bank was retired at the beginning of 
fiscal year 1959. 

The final report covering the affairs of RFC up to the close of June 
30, 1957, has been completed and was submitted to the Congress under 
date of May 6, 1959. 

_ Liquidation of the remaining portfolio is being pressed as expedi- 
tiously as possible in the light of the specific wr € st involved and 


with the view of obtaining the maximum return to the Government. 
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A number of the remaining loans present complex problems and re- 
quire constant and specialized attention. 

Among other things, attention must be given to filing and recording 
renewal affidavits as required by the laws of the several States in order 
to preserve the lien of our mortgages, to obtaining renewal policies 
for insurance coverage of mortgaged properties and evidence of pay- 
ment of taxes on such properties; decisions must be made as to exten- 
sions of required payments, rearrangements of repayment terms, fore- 
closure of liens, partial releases of collateral, mergers, and assumptions 
of indebtedness. In some cases, extended legal proceedings are or have 
been involved, including receiverships, bankruptcies, and corporate 
reorganizations. 

Personnel is being contracted as the workload is reduced and every 
effort is being made to keep administrative expenses at the lowest 
possible level. In this connection it should be noted that for fiscal 
years 1958 and 1959 income, consisting of interest, dividends, and fees, 
on loans, securities and commitments, amounted to $3,860,126 while 
administrative expenses amounted to $336,859 or 8.7 percent of such 
income. 

For the fiscal years 1960 and 1961 it is estimated that income will 
amount to $2,337,000 and administrative expenses will amount to 
$170,000 or 7.3 percent of such income. Expressed in relation to funds 
paid into the Treasury, it should be noted that the $24.5 million paid 
into the Treasury in fiscal years 1958 and 1959 was done at an admin- 
istrative expense cost of 1.37 cents per dollar. For fiscal years 1960 
and 1961 this ratio is estimated at eighty-nine one hundredths of 1 
cent per dollar. 

DATE OF COMPLETE LIQUIDATION 


Mr. Gary. Mr. Seabury, this committee in its report last year said 

that the reduction for— 
1959 authorization is a reflection of a decline in workload in this item. The 
committee recommends the reduction of $5,000 below the amount of the estimate 
out of its concern that the liquidation of this fund should be expedited with all 
possible speed consistent with the best interests of the Government. 

How long do you think it will be before this fund will be completely 
liquidated ? 

r. Seapury. Mr. Chairman, that is a rather difficult question to 
answer in terms of a specific date. 

I will say this: that in the light of present-day circumstances, I 
believe that we should be able to liquidate the bulk of the remaining 
loans, not later than the end of fiscal year 1964. At that time there 
will still be a few items, but they will be relatively few in number, 
possibly no more than three or four. That is based on the assumption 
that we will be successful in concluding present litigation and any 
other litigation that may arise in connection with the remaining assets. 

Further, that there will be no need for lengthy extensions of matu- 
rity of any of the present loans in the interest of obtaining the maxi- 
mum return for the Government. 


PRESENT LITIGATION 


Mr. Gary. What litigation do you have at the present time? 
Mr. Seasury. We have several loans, sir, that involve bankruptcy 
proceedings. We have several that are under foreclosure proceedings. 
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Now, when one of these matters gets into court it is rather uncertain 
as to just when the proceedings are going to be completed. It is 
rather out of our hands in that respect. 


FEASIBILITY OF EARLY CLOSEOUT BY SELLING ASSETS 


Mr. Gary. In last year’s testimony I asked the same question: 
When will the liquidation of these assets be completed? 
And you said then: 


We feel that a very substantial amount of liquidation will have been accom- 
plished by the end of fiscal 1963, which would cover the maturity date of most 
of these loans. I think there may be two exceptions to that. One in 1968. But 
we feel that with the repayment to be obtained by the time of maturity, those 
loans which have not been fully paid at that time will be able to be refinanced, 
which means we will be out of most of those loans. Our best effort is that by 
June 30, 1965, we may be down to a hard core of about f« ar loans which will 
amount to about $10 million. 

When you get down that low would it not be cneaper to sell the 
remaining assets and close out the activity ? 

Mr. Srasury. Those loans remaining at that time, Mr. Chairman, 
will still be producing income; in other words, interest will be cel- 
lected on those loans. 

We estimate even at that late date the interest forthcoming will be 
sufficient to pay the substantially reduced amount of administrative 
expenses that might be then involved. 

There have been a few changes, sir, since last year, although I 
believe my 1964 date agrees fairly well with my statement of last year 
in that a substantial number of the loans will have been liquidated 
by the end of 1963, which covers the maturity date of most of those 
loans, and that we would have a hard core of about four loans in 1965. 

I must add to my last year’s statement by saying there have been 
some changes in some of those loans which makes me think we will be 
able in one manner or another, to complete the liquidation probably 
by the end of 1964. 

Mr. Gary. Mr. Canfield ? 

Mr. Canrtretp. No questions. 

Mr. Gary. Mr. Passman ? 


CIVIL DEFENSE LOANS OUTSTANDING 


Mr. Passman. Mr. Seabury, on page 3 you say: 


On July 1, 1957 there were outstanding three direct civil defense loans 
amounting to $1,207,289 and four deferred participation commitments totaling 
$2,699,640. 

ve you inform the committee concerning the three outstanding 
loans ? 

Mr. Seanury. The Forrest L. Chilton III Memorial Hospital, 
Pompton Plains, N.J. Would you care for the amounts, sir? 

Mr. Passman. Yes. 

_ Mr. Gary. If you have the table of those loans, you may put that 
into the record. 

Mr. Seanury. Yes. We have it right here. 

Mr. Passman. Off the record. 


50114—60——-19 
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(Discussion off the record.) 

Mr. Passman. Would you describe very briefly the use made of 
the money under these loans ? 

Mr. Seasury. The only loans approved under this program, sir, 
were loans made for the purpose of constructing hospitals. There are 
seven outstanding loans that we have at this time, both the direct and 
the deferred participation loans, and they are all to hospitals. 

As I said in my statement, that program is not active and has not 
been active since 1956. 

Mr. Passman. None of these loans would provide funds for putting 
up signs on the highways and byways stating that the roads would be 
closed in case of emergency ¢ 

Mr. Seasury. No, sir. These loans were approved to hospitals in 
order to assist them in including in the construction of the hospitals, 
civil defense facilities, for blast protection and things of that nature. 

Mr. Passman. I thank you. 

Mr. Seasury. I havea schedule here that shows both the direct loans 
and the deferred participations. 

Mr. Passman. I believe the chairman requested that these tables 
be inserted in the record. 

Thank you, Mr. Chairman. 

(The information referred to follows :) 
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Mr. Gary. Mr, Pillion ? 


TYPES OF RFC ASSETS 


Mr. Prion. Mr. Seabury, are any of these assets of the RFC physi- 
cal properties or are they all loans of some type? 

Mr. SeAsury. They are all in the form of loans or commitments to 
participate in loans. 

Mr. Piti10n. There are no physical plants or properties ? 

Mr. Seasury. We do not at this moment hold any plants or other 
types of properties 

Mr. Pittion. I see. 

Mr. Seanury (continuing). Real properties or personal properties. 

Mr. Priixi0Nn. The interest on the loans made to these hospitals is at 
what rate? 

Mr. Srasury. Let me say, sir, that the hospital loans are not a part 
of the RFC liquidation. 

Mr. Pinion. You have them under the civil defense? 

Mr. Seapury. They are different rates ranging from between 4.6 
and 5.75 percent. 

Mr. Pinuion. Yes. 

They are sound loans, I suppose, that could be sold. 

Mr. Seasury. Four of them have been sold, sir, under what we call 
repurchase agreements or deferred participation agreements, more 
properly describes them, in that the banks made the loan and the 
banks service the loan, but they hold a commitment from the Secretary 
to repurchase an agreed percentage of the loan upon call. We feel 
that the seven outstanding loans to these hospitals are all sound and 
will be liquidated in accordance with their terms by the presently 
stated maturities. 

Mr. Prion. Thank you, sir. 

Mr. Gary. Thank you, gentlemen. 

Mr. Seasury. Thank you. | 

Mr. Gary. The committee will adjourn until 10 o’clock tomorrow 
morning at which time we will consider requests for the public debt 
and savings bonds and in the afternoon the Bureau of Mint. 
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1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1. Issuance, servicing, and retirement of savings bonds.__.| $33,654,800 | $33,058, 892 32,785, 750 
2. Issuance, servicing, and retirement of other Treasury : 
SOITIIOR, kis ono ensedapucadend pun eacneuknacusuiora 7, 146, 447 7, 619, 036 7,598, 800 
3. Maintenance and audit of public debt accounts -_ 761, 410 760, 577 764, 000 
4. Promotion of the sale of savings bonds. - - _.-- 5, 406, 101 5, 505, 365 5, 570, 000 
5. TEeOUAGe GROMIOR. . «oi cacnadceuanencadianncnevaweeas 126, 112 131, 300 131, 450 
PONE OIE CIB ai sstt nce tennndddnnnnnadessncs 47, 094, 870 47, 075, 170 46,850, 000 
6. Relation of costs to obligations: 
Costs financed from obligations of other years, net 
ROT x alain eocoitieb trv eliedhacih dinateatius a ddpibinins acs abiben wad ats Se 
Obligations incurred for costs of other years, net 165, 569 Pee VE. PA EGE 
Total program (obligations)............-.-..----. 47, 260, 439 47, 000, 000 46, 850, 000 
Financing: 
1959 appropriation available in 1958___-_......-.--.-.----- EE, Ss ee ee ee 
Unobligated balance no longer available_--_-.-.----..--.- WI ecnanaes Goosnleesescorausas 
Appropriation (new obligational authority) -.......-..-- 47, 332, 900 47, 000, 000 46, 850,00 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions_--.........-....---.---- 3, 375 3, 038 2, 923 
Full-time equivalent of all other positions. 4 1 1 
Average number of all employees---.-...--- 3, 079 2,919 2, 860 
Number of employees at end of year.......-......-.-----.-.-- 2, 946 2, 2, 850 
Average GS grade and salary...........-.-.-...----.--...--.- 4.4 $4, 786 4.6 $4,918 47 $4, 997 
01 Personal services: a 
Permanent positions. -...-..-----.- $14. 829,185 | $14, 354, 243 $14, 212, 836 
Positions other than permanent-.-. ~ 16, 91% 3, 300 3, 300 
GIR I BRE VIOUE 6s nce nn ddatacndcnnnmadbiws 336, 552 156, 457 72, 864 
OG TOOT PI VIONE. won ncn cinendecccaesccsense 15, 182, 650 14, 514, 000 14, 289, 000 
Re EE FEES ee nee ee ee 452, 460, 800 459, 300 
Be I OF Goines in cciicentctcancnstnecnncicasas 494, 853 496, 700 477, 700 
OS COMRINIONEIE GI VIOOE. 60 cnniccccccwsnncnnscucsacenccess 1, 635, 862 1, 699, 881 1, 699, 881 
OS Thesis and wiRILy Ger vis... 5. on nsec sin cn ews cccasenccne 1, 974, 727 2, 152, 384 1, 980, 884 
Me ne 534, 919 563, 320 543, 320 
Printing of Government securities_-.-..........-.----- 1, 889, 283 2, 020, 000 2, 045, 000 
G7 Other contractual Servites...... (2 eccnccecnccnocnnecnss 418, 550 352, 800 487, 500 
Services performed by other agencies..........-..--.-- 317, 876 318, 000 318, 000 
Federal Roserve DOMES... ...... 22.6. ceccnceccccess 21, 816, 081 22, 100, 000 22, 225, 000 
- Post OGice Department... 2.2.00. cc0ccccscencce 719, 043 965, 000 1, 015, 000 
OS RS I I ck enti ca pens cievonaxnennsene 748, 515 287, 075 279, 075 
OO ogo arin edaduastinwedeadvabudeaunscende 141, 795 124, 240 100, 440 
11 Grants, subsidies, and contributions. ..............-...--- 54, 984 3, 500 927, 600 
13 Refunds, awards, and indemnities-_...............--..---- TI ick sinccalewcntive céceeeiccnns 
15 Taxes and assessments.......-.-.-.---.-.--.--.-..--. 2. 2, 365 2, 300 2, 300 
1959 program obligated in 1958. ..................--.--...-.-.- SR TIE as. avecncavesalaatinaxavasncs 
OIE Soon a cosanatenacasavousssouncansone 47, 260, 439 47, 000, 000 46, 850, 000 
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Mr. Gary. The committee will come to order. 

We will consider this morning the estimates of the Bureau of the 
Public Debt. 

The appropriation for the Bureau of the Public Debt for 1960 was 
$47 million, and the estimate for 1961 is $46,850,000, which is a de- 
crease of $150,000 from 1960. 


JUSTIFICATION MATERIAL 


We will place in the record at this point pages 1 through 8 of the 
justifications. 
(The material referred to follows :) 


ADMINISTERING THE PUBLIC DEBT 


Analysis of appropriation base for fiscal year 1961 


nr MmIrEnIAOM. SOND OG. oo oe cee ncw $47, 000, 000 
Supplemental appropriation for 1960___._________-_ _ 





























Total appropriation, 1960_._.__._.___.____-___ 47, 000, 000 
Reductions : 
Activity No.1. Issuance, servicing, and retirement 
of savings bonds___-__-__------_-_- ---. $529, 650 
Activity No. 2. Issuance, servicing, and retirement 
of other Treasury securities = 7, 600 
Activity No.3. Maintenance and audit of public 
fon, Bcoounts. 2, 300 
Activity No.4. Promotion of the sale of savings 
bonds___ a aes cha lon es Sais asta 14, 000 
Activity No. 5. Executive direction-.....--------_- 450 
| ae eee ae nee eee 554, 000 
Adjustment in base (net) ---------------------- — 554, 000 
Asmrmopriation base for 1001... ._.............................< 46, 446, 000 
Increase over appropriation base for 1961__------------------___ 404, 000 
Appropriation estimate for 1961____- 46, 850, 000 
Increase or decrease from total appropriation, 1960________ — 150, 000 


Comparison of appropriation base with appropriation estimate for 1961 



































Appropriation hase Appropriation esti- Increase (+) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount Average | Amount | Average | Amount 
positions positions positions 
1, Issuance, servicing, and retire- 
ment of savings bonds_.......--| 1,711.1 |$32, 497, 550 | A, 7i0.. 1: OBR, 785; 700.1. «concen $288, 200 
2. Issuance, servicing, and retire- | 
ment of other Treasury securi- 
ties_ . an 493.3 | 7,573,600 | 493.3 7, 598, 800 |........ . 25, 200 
3. Maintenance and audit of public : : 
Oe 114.7 758, 000 114.7 oe ene ee 6, 000 
4. Promotion of the sale of savings 
RII oe eat oop arcu 528.7 | 5, 486,000 §28.7 | 5,570,000 |.......- 2 84, 000 
5. Executive direction. -_-.---.--.---- 12.0 130, 850 12.0 1 See 600 
Se ee ss 2,859.8 | 46,446,000 | 2,859.8 | 46,850,000 |..-..-.--- 404, 000 
Adjustment in base (net) - - -- +59.0 | +554,000 | --.------|------------ —59.0 —554, 000 
Total appropriation 1960 = 
appropriation estimate for 
1961 Ree Re RE ee a 2, 918.8 | 47,000,000 | 2,859.8 | 46, 850,000 —59.0 —150, 000 
' 
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GENERAL STATEMENT 


This Bureau of the Treasury Department is responsible for administering the 
public debt. It administers the laws and regulations pertaining to public debt 
financing within the framework of the fiscal policies determined by the Secretary 
of the Treasury. The Bureau’s primary concern is with the issuance, servicing, 
and retirement of Government securities. It also has a general responsibility 
in the conduct or direction of transactions in public debt issues of the insular 
governments and of those Government-owned corporations for which the Treas- 
ury acts as agent. 

The appropriation granted to the Bureau provides, in addition to the adminis- 
trative costs of the Bureau, operating funds for the U.S. Savings Bonds Divi- 
sion, a separate organizational entity directly responsible to the Secretary for 
promoting the sale of U.S. savings bonds. The appropriation also includes funds 
for reimbursing the Federal Reserve banks, on an actual cost basis, for services 
performed in their capacity as fiscal agents of the Treasury; funds for pay- 
ment of fees at stipulated rates to banks and other financial institutions for 
redeeming savings bonds; and funds for payment to the Post Office Depart- 
ment for services performed as issuing agent for savings stamps and for issuing 
savings bonds to the public in certain localities where other public facilities 
are not available. 

Departmental headquarters of the Bureau are in Washington where, in addi- 
tion to general executive direction and bureauwide administration, transactions 
relating to all securities other than savings bonds are conducted or directed ; 
offices concerned exclusively with transactions relating to savings bonds are 
located in Chicago, Ill., Parkersburg, W. Va., and Cincinnati, Ohio. 

The Bureau is requesting $46,850,000 for the conduct of its operations dur- 
ing fiscal year 1961. This amount is $150,000 below the amount appropriated 
for fiscal 19§0:.and is approximately $300,000 less than the amount actually ob- 
ligated during fiscal year 1959. The Federal Employees’ Health Benefits Act 
of 1959, Public Law 86-382, September 28, 1959, becomes effective during the 
first pay period in fiscal 1961 and is estimated to cost the Bureau approximately 
$150,000 as the Government’s share of the health protection provided for em- 
ployees paid out of this appropriation during fiscal 1961. Were it not for this 
additional cost, not comparable with fiscal 1960, the reduction in the amount 
requested in 1961 as compared to the amount appropriated for fiscal 1960 would 
have totaled to $300,000. 

While the amount of our request for annual operating funds is being reduced, 
it is estimated that the volume of work to be performed by the Bureau will in- 
crease. Comparative work volume estimates, together with discussions of 
changes in the Bureau’s operating procedures, are set forth in considerable de- 
tail later in this justification. 


DISTRIBUTION OF FUNDS 


An extremely important consideration in examining the composition of the 
appropriation “Administering the public debt” is the fact that a large portion 
of the funds are not under the direct administrative control of the Commis- 
sioner of the Public Debt. Funds for promoting the sale of savings bonds by 
the U.S. Savings Bonds Division, funds necessary for reimbursement to the 
Federal Reserve banks for services performed as fiscal agents, funds for pay- 
ment to agents for paying savings bonds and to the Post Office Department for 
Services performed in the handling of savings stamps and savings bonds con- 
stitute approximately 65 percent of the total requirements under this appro- 
priation title for fiscal 1961. 

The following table shows the distribution of funds by major allocations for 
the current fiscal year as compared with the estimates for fiscal 1961 and the 
actual obligations for fiscal year 1959. The allocations in the financial plan for 
the current budget year have been revised considerably from the plan originally 
presented to the Congress a year ago. Several of these changes in allocations 
have been made necessary by reason of revisions in work volume estimates and 
by program changes not envisioned at the time our program was presented last 
January. These modifications in the financial plan are discussed below in the 
justifications under the discussion of volume estimates and under the explana- 
tion of detailed work programs by activity. 
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Comparison of financial plan, fiscal years 1959, 1960, and 1961 





1959 actual 1960 revised 1961 estimate 





Cost Per- Cost Per- Cost Per- 











cent cent cent 
Administering the public debt: 
Bureau of the Public Debt: 
Operating expenses: 
PE OPO no oo cece ane $11, 323, 204 | 23.9 |$10, 661,000 | 22.7 |$10,410,000 | 22.2 
12.7 5, 830, 000 12.4 








Other objects of expenditure____-_-- 6, 281, 034 | 13.3 5, 974, 000 | 
| 
| 


Total operating expenses__-----.-- 17, 604, 238 | 37.2 | 16,635,000 | 35.4 | 16, 240,000 34.6 














Reimbursements: 
Fees paid by paying agents _-_---.-~- 10, 810,318 | 22.8 | 11,025,000 | 23.4 | 11, 100,000 
Services performed by Federal Re- 

SO SER as ooo csatceaen teense 11, 005, 763 | 23.3 | 11,075,000 | 23.6 | 11, 125, 000 











Post Office Department: 


Savings stamp and bond sales__ 719,043 | 1.5 965,000 | 2.1 1,015, 000 23 
Penalty indicia and registered 
RN gs cons Ses cre es 1, 800,000 | 3.8 | 1,800,000 3.8 


2,765,000 | 5.9| 2,815,000 
24, 865,000 | 52.9 | 25,040,000. 


Total Post Office. -..........- 








Total reimbursements - - -- ---- 





Total Bureau of the Public (i Dis SARS. ld 
Re CESS Cees 6 41, 889, 362 | 88.5 | 41,500,000 | 88.3 | 41, 280, 000 88. 1 





U.S. Savings Bonds Division: 
Operating expenses: 


























Peractal eerviows... 2255 .4.c.seccns 3, 859, 446 8.2 | 3,853,000 8.2 3, 879, 000 8.3 
Other objects of expenditure _------ 1, 565,803 | 3.3 | 1,647,000 | 3.5 | 1,691,000 3.6 
Total U.S. Savings Bonds Divi- 
ahs fob kadoedcticeudcee 5, 425, 249 | 11.5 5, 500,000 | 11.7 | - 5, 570,000 11.9 
aa dea “47,314, 611 1100.0. | 47,060,000 100.0 | 46,860,000 | 100.0 





The above table shows a comparison of the Bureau’s present financial program 
for 1960 with the estimates, by major allocations of funds, for fiscal 1961 and a 
comparison of both years with the actual obligations during 1959. The table re- 
flects a gradual decrease in operating fund requirements in the face of esti- 
mated increases in total savings bonds work volume in both years. 

It will be noted from the table that the amounts provided for reimbursements 
for paying agents’ fees and to the Federal Reserve banks and the Post Office De- 
partment have been increased in relation to the estimated increases in volume. 
These reimbursement items, plus the amounts allotted to the U.S. Savings Bonds 
Division, are considered by the Bureau as being, generally speaking, outside of 
its direct administrative control. The remaining portion, the 34.6 percent, ap- 
pearing under the heading of “Operating expenses, personal services, and other 
objects of expenditure” show an appreciable reduction. These reductions, in 
the face of increased work volume, result largely from the conversion to elec- 
tronic data processing. The amount of $10,410,000 estimated for personal serv- 
ices in 1961 for the Bureau, exclusive of the Savings Bonds Division, is nearly 
$1 million below the amount required during fiscal year 1959. It is anticipated 
that even further savings in personal services will be possible in future years 
as electronic data processing techniques and procedures are further improved. 

Volume estimates for comparable years are set out in the table below. It is 
exceedingly difficult to estimate precisely the volume of sales and redemptions 
of savings bonds because of the unpredictable forces affecting the Nation’s 
economy. Budget estimates, of necessity, must be prepared months in advance 
of the period in which the sales and redemptions occur and must be modified 
constantly as more recent economic analysis results in predictions of changing 
economic trends. Although the overall work volume of the Bureau has remained 
relatively constant during the past few years, there have been fluctuations of 
a few millions of pieces that have had important budgetary implications. 
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Estimated work volume 





Major units of work volume 1959 actual | 1960 revised | 1961 estimate 
estimate 





Savings bond program: 






































Issues: 
BAIS. . <ccabteddcceusdoudshhpcnecasageabnabamabecnbers 85, 944, 922 89, 500, 000 92, 400, 000 
Other issues: All series, account claims, reissues, and 
RI co tinea dace maaadwuctwancanecmanneenmedae 2, 212, 260 2, 500, 000 2, 600, 000 
"POtR UO. ac cde code tans sedi sncskpecncas 88, 157, 182 92, 000, 000 95, 000, 000 
Retirements: 
PPOOUIIODS, 22, 52536250505). osl col h isd eked 89, 705, 489 90, 700, 000 91, 300, 000 
Other retirements: All series, account claims, reissues, 
CII: IN TN ono eiciiocemech Gasanterdanession 4, 292, 163 4, 400, 000 4, 400, 000 
Tthl POUAMNOIEN occ cers i reno din cinde cde 93, 997, 652 95, 100, 000 95, 700, 000 
Other Treasury securities program: 
Issues: 
SOND CONE a woncawcesbeendddicccidetdsadawbutakek 1, 904, 526 2, 400, 000 2, 400, 000 
2, 388, 685 2, 500, 000 2, 500, 000 
4, 293, 211 4, 900, 000 4, 439,000 
Retirements: 
TO IIOD oe cone actswnde naw acuncwenadgewaespoone 2, 359, 231 2, 650, 000 2, 650, 000 
PRINS cus ecco eapacenwusatnqakanwenaaaulasioa 1, 514, 732 1, 550, 000 1, 550, 000 
i Ee Se ae meee 3, 873, 963 4, 200, 000 4, 200, 000 








EXPLANATION OF LANGUAGE CHANGE 
No request is being made for any language change in the fiscal year 1961. 


Analysis of appropriation base 





Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+) or 
decrease (—) 


Activity 





Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 





1, Issuance, servicing, and retire- 
ment of savings bonds... ------- 1, 770.1 |$33, 027,200 | $529, 650 |-....-..---- —59.0 | —$529, 650 
2. Issuance, servicing, and retire- 
ment of other Treasury securi- 


© SEIS WT LT 493.3 | 7, 581, 200 TOD ictaimetcbbodniaios —7, 600 
3. Maintenance and audit of public 

Gent SCCOUNES. .......ccncncncase 114.7 760, 300 DO toon cnnxcuagulecsmetiadd —2, 300 
4. Promotion of the sale of savings 

Sa eee Sy SATE 528. 7 5, 500, 000 ) 8 SS seeee eee nen —14, 000 
5. Executive direction.............- 12.0 131, 300 eS ce ee —450 





NE 5 cerecaneusescrecan 2,918.8 | 47,000,000 | 554,000 |...--.-.---- —59.0 — 554, 000 
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Comparison of financial plan, fiscal years 1959, 1960, and 1961 













































































1959 actual 1960 revised 1961 estimate 
Cost Per- Cost Per- Cost Per- 
cent cent cent 
Administering the public debt: 
Bureau of the Public Debt: 
Operating expenses: 
= er $11, 323, 204 | 23.9 |$10, 661,000 | 22.7 |$10,410,000 | 22.2 
Other objects of expenditure__.-....| 6, 281,034 | 18.3 | 5,974,000 | 12.7 | 5,830,000 | 12.4 
Total operating expenses___--.-..-- 17, 604, 238 | 37.2 | 16,635,000 | 35.4 | 16, 240,000 34. 6 
Reimbursements: i TT hn Se ee Ne. 
Fees paid by paying agents. __-.____- 10, 810,318 | 22.8 | 11,025,000 | 23.4 | 11,100,000 | 23.7 
Services performed by Federal Re- 
DEW PRED coon nccccsoratccce. 11, 005, 763 | 23.3 | 11,075,000 | 23.6 | 11,125,000 | 23.8 
Post Office Department: ‘ne Hakan ie haan soa 
Savings stamp and bond sales_- 719, 043 1.5 965,000 | 2.1 1, 015, 000 a2 
Penalty indicia and registered 
ES Se SaaS 1, 750, 000 1, 800, 000 
Total Post Office.__....-..-..| 2, 469, 043 2, 815, 000 
Total reimbursements - - ------ “24, 285, 124 | | rr .9 | 25, 040, 000 
Total Bureau of the Public| q Gia. be 
PRs t bandera pahcucscenes 41, 889, 362 | 88.5 | 41,500,000 | 88.3 | 41, 280,000 88. 1 
U.S. Savings Bonds Division: ae —_ 
Operating expenses: 
Personal services...........--.---.-- 3,859,446 | 8.2) 3,853,000 | 8.2] 3,879,000 8.3 
Other objects of expenditure..-....-| 1, 565,803 | 3.3 1,647,000 | 3.5 1, 691, 000 3.6 
Total U.S. Savings Bonds Divi- 
WE cieecthliwaticcuevenideen 5,425, 249 | 11.5 5, 500,000 | 11.7 | ° 5, 570,000 11.9 
ET LOLA TA rr 314,611 |100.0 | 47,0:0, 000 100.0 “46, 850, 000 | 100.0 








The above table shows a comparison of the Bureau’s present financial program 
for 1960 with the estimates, by major allocations of funds, for fiscal 1961 and a 
comparison of both years with the actual obligations during 1959. The table re- 
flects a gradual decrease in operating fund requirements in the face of esti- 
mated increases in total savings bonds work volume in both years. 

It will be noted from the table that the amounts provided for reimbursements 
for paying agents’ fees and to the Federal Reserve banks and the Post Office De- 
partment have been increased in relation to the estimated increases in volume. 
These reimbursement items, plus the amounts allotted to the U.S. Savings Bonds 
Division, are considered by the Bureau as being, generally speaking, outside of 
its direct administrative control. The remaining portion, the 34.6 percent, ap- 
pearing under the heading of “Operating expenses, personal services, and other 
objects of expenditure” show an appreciable reduction. These reductions, in 
the face of increased work volume, result largely from the conversion to elec- 
tronic data processing. The amount of $10,410,000 estimated for personal serv- 
ices in 1961 for the Bureau, exclusive of the Savings Bonds Division, is nearly 
$1 million below the amount required during fiscal year 1959. It is anticipated 
that even further savings in personal services will be possible in future years 
as electronic data processing techniques and procedures are further improved. 

Volume estimates for comparable years are set out in the table below. It is 
exceedingly difficult to estimate precisely the volume of sales and redemptions 
of savings bonds because of the unpredictable forces affecting the Nation’s 
economy. Budget estimates, of necessity, must be prepared months in advance 
of the period in which the sales and redemptions occur and must be modified 
constantly as more recent economic analysis results in predictions of changing 
economic trends. Although the overall work volume of the Bureau has remained 
relatively constant during the past few years, there have been fluctuations of 
a few millions of pieces that have had important budgetary implications. 
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Estimated work volume 





Major units of work volume 1959 actual | 1960 revised | 1961 estimate 
estimate 





Savings bond program: 























Issues: 
DRIOS: . -sennteudddvedatwabhiuascal~giendncbebabsdheuee 85, 944, 922 89, 500, 000 92, 400, 000 
Other issues: All series, account claims, reissues, and 
CRINON onc arccoce wa miaenvoucdatamucoenseaanon ed 2, 212, 260 2, 500, 000 2, 600, 000 
POtR We. odo cid edb stan siidisnsceniskesenned 88, 157, 182 92, 000, 000 95, 000, 000 
Retirements: 
RRUTIORS,. {4 ocak cd ida dessa ctnclsdccntlelvccinuded 89, 705, 489 90, 700, 000 91, 300, 000 
Other retirements: All series, account claims, reissues, 
CURING, BO MI i cpa ancnitainnuekeeebawsns 4, 292, 163 4, 400, 000 4, 400, 000 
"Otay POON, sisi etd awed cdinerdeddid 93, 997, 652 95, 100, 000 95, 700, 000 
Other Treasury securities program: 
Issues: 
NE CRUE. insiiunncnndenmsddanekuduadedusbnniiis 1, 904, 526 2, 400, 000 2, 400, 000 
II 5 obec ctintgukandinksn ecsednioneninweel 2, 388, 685 2, 500, 000 2, 500, 000 
OT IE osc tasticendcdonsdnesunuseosioacscsuuasn: 4, 293, 211 4, 900, 000 4, #30, 000 
Retirements: 
SINISE <> 5.5 a. ps dst cad grin iaaiacys ala pela na iemandier aie ae nae 2, 359, 231 2, 650, 000 2, 650, 000 
III on ics acunavemedannadaameainwkubu and easiest 1, 514, 732 1, 550, 000 1, 550, 000 
ae a eee Se eT 3, 873, 963 4, 200, 000 4, 200, 000 














EXPLANATION OF LANGUAGE CHANGE 


No request is being made for any language change in the fiscal year 1961. 


Analysis of appropriation base 





Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+) or 
decrease (—) 


Activity 





Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 





1, Issuance, servicing, and retire- 
ment of savings bonds... -__.--- 1,770.1 |$33, 027,200 | $529, 650 |........--.. —59.0 —$529, 650 
2. Issuance, servicing, and retire- 
ment of other Treasury securi- 


| __ SERGE BERET Ls 7 StF 493.3 | 7,581,200 yA Same ee: caer —7, 600 
3. Maintenance and audit of public 

ee 114.7 760, 300 MINE Lnak wnteancicidiad ia aibieentie —2, 300 
4. Promotion of the sale of savings 

MOIR sonascpencawecscleatackes 528.7 | 5, 500, 000 DAN aie cntcncbianusnicinve —14, 000 
5. Executive direction...........-.- 12.0 131, 300 GP Iecenndenscalestecnsans —450 





Ra santisanksbencaduued 2,918.8 | 47,000,000 | 554,000 |-.---.-.---- —59.0 — 554, 000 


























Reductions (activities 2, 3, 4, and 5) 
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Net change in base 


1. ISSUANCE, SERVICING, AND RETIREMENT OF SAVINGS BONDS 


Reductions: Staff reductions related to conversion to electronics___ 


Although it is estimated that the volume of work related to 
sales and redemptions of savings bonds will increase in 1961 
over the volume estimated for fiscal 1960, it is anticipated that 
an aggregate net reduction in personnel will result from the con- 
version to electronic data processing and the shifting of work 
volume from the Chicago and Cincinnati offices to the Parkers- 
burg office. There is expected to be a further shifting during 
1961 of work related to search and adjustment operations with 
an estimated increase of 26.5 average positions in Parkersburg 
offset by a reduction of approximately 42 average positions in 
the Chicago office and 438.5 in the Cincinnati office as the work 
volume shifts. This shift will result in an estimated net de- 
crease of 59 average positions. 


Reductions in related other objects of expenditure______________ 


Related to the reduction in personal services and to the shift- 
ing of work volume from conventional machine operations to 
electronic data processing are numerous smaller reductions in 
travel, rental of equipment, transportation, etc., totaling to 
$279,600 in this activity. 

It is estimated that there will be a reduction of approximately 
$36,000 in rental of conventional tabulating machine equip- 
ment in Cincinnati, and $126,100 in rental of compatible elec- 
tronic data processing equipment in Detroit required during 
fiscal 1960 to help in bringing magnetic tape records to a cur- 
rent state as rapidly as possible. There is estimated to be a 
reduction in the amount required for travel during 1961 of 
$15,500 particularly the type of travel relating to use of elec- 
tronic gear in Detroit and Boston necessary in fiscal 1960. 
There is estimated to be a reduction in shipping costs totaling 
$19,000 ; a reduction in printing and reproduction in the amount 
of $20,000; a reduction in other contractual services aggregat- 
ing $15,300; a reduction in supplies and materials amounting 
to $8,000; and equipment amounting to $23,800. In addition, 
the staff reduction referred to above will result in a smaller 
payment to the retirement fund in the amount of $15,900. All 
of these reductions relate directly to the estimated reduction in 
staff or to the conversion to electronic data processing. 


Rental costs transferred to General Services Administration______ 


During 1960 we are paying $9,400 for rental of space in 
Parkersburg which will be absorbed by the GSA in 1961. 


US titi ln see to eam hese oii 


During fiscal year 1960 there are 262 working days for 
which employee salaries are paid. This represents 2 additional 
workdays above the base work year of 260 days. It is, how- 
ever, 1 additional day over the work year of 261 days in 1961; 
therefore, to achieve a comparable salary base for the 2 fiscal 
years it is necessary to deduct the equivalent of the salary for 
1 workday for the employees engaged in this activity. 


NN I a a rnin Side 
Net change in base, activity No. 1................._...=.. 





The reductions listed under the table for “Analysis of the 
appropriation base” for activities Nos. 2, 3, 4, and 5 all pertain 
to the reduction of 1 day’s pay as described in activity No. 1. 
Total reductions en 
Net change in base___-_-__-_-_--___- 











$212, 281 


279, 600 


9, 400 


28, 369 


529, 650 
529, 650 


24, 350 


554, 000 
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Mr. Gary. We are always glad to welcome Mr. E. L. Kilby, Com- 
missioner of the Public Debt, who has appeared before this com- 
mittee many times before, and we are delighted to see, Mr. Kilby, 
that you are asking for less money this year than last year, which is 
a pleasant surprise. Most of the requests are for more money, and 
we are very glad to see this innovation. 

We will be delighted to hear from you at this time. 


GENERAL STATEMENT 


Mr. Kupy. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, the total gross pub- 
fic debt on December 31, 1959, was about $290.8 billion. This debt 
is represented by over 450 million individual securities held by mil- 
lions of individuals in all walks of life and by banks, life insurance 
companies, corporations, State and municipal governments, and other 
types of investors. While the amount of the debt does not fluctuate 
markedly from month to month, there is a high rate of turnover of 
the securities involved. For example, during the fiscal year 1959 
about 92.5 million securities were issued and 97.9 were retired. It 
is the responsibility of the Bureau of the Public Debt to handle the 
issue and retirement of these securities in the most economical and 
efficient manner and to provide all normal essential service functions 
that arise in connection with the outstanding debt. It is our purpose 
to render prompt, efficient, and equal service to all holders of Govern- 
ment securities at the lowest possible cost to the taxpayers. 

To carry out our responsibilities during fiscal 1961, we are re- 
questing an appropriation of $46,850,000. This is $150,000 less than 
the amount currently available for fiscal 1960. Based on a formula 
devised by the Bureau of the Budget, this Bureau estimates a cost 
in fiscal 1961 of approximately $150,000 as the Government’s share 
of the employee’s health insurance program which becomes effective 
in July of 1960. Were it not for this additional cost, the estimated 
reduction for 1961 would have totaled to approximately $300,000 
below a comparable base. 

It is currently estimated that the workload of the Bureau will in- 
crease by approximately 314 million pieces in fiscal 1961 over 1960. 
This constitutes about a 114-percent increase in volume without any 
increase in operating fund requirements. It is possible to estimate an 
absorption of this increased work volume by reason of changes in or- 
ganization and procedures, which are explained in some detail in the 
justification materials but which I shall touch on briefly with you in 
a moment. 

Of the total requested for 1961, $5,570,000 is for the U.S. Savings 
Bonds Division, the detailed needs for which will be justified by repre- 
sentatives of that organization. The remaining $41,280,000 is for the 
operations of the Bureau of the Public Debt. The latter amount in- 
cludes $11,125,000 for reimbursement to the Federal Reserve banks for 
services performed as fiscal agents of the Treasury in the issue, service, 
and retirement of all securities, $11,100,000 for payment of fees to 
commercial banks and other financial institutions for redeeming sav- 
ings bonds, and $1,015,000 for reimbursement to the Post Office De- 
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partment for services performed in selling savings stamps and for 
issuing savings bonds to the public in certain localities where other 
issuing agents are not available. The proposed financial plan by 
major fund allotments in fiscal 1961 as compared with the current 
allotments for 1960 and the actual obligations for 1959 is set forth in a 
table appearing on page 4 of the justifications under the “Public Debt” 
chapter. 
ESTIMATED WORK VOLUME 


_ It is currently estimated that the volume of work in the issue of sav- 
ings bonds will be greater in 1961 than in the current fiscal year by 
approximately 3 million pieces, while the work on the retirement side 
is estimated to increase by about one-half million pieces. Although 
our work volume estimates are developed with the greatest care possi- 
ble, it is extremely difficult to accurately predict the economic forces 
which may have an effect on the number of securities that will be sold 
or redeemed in any specific period of time in the future. If the as- 
sumptions on which our volume estimates are based are modified be- 
cause of changes which occur in the economic condition of the coun- 
try, adjustments in volume estimates must be made. Comparative 
volume statistics for 1959, 1960, and 1961 are set forth in a table ap- 
pearing in the justifications on page 6. 


MANAGEMENT IMPROVEMENT ACTIVITIES 


The Bureau has active employee suggestion and training programs, 
as well as a specialized staff working vigorously and continuously on 
problems relating to organization and procedures. Improvements in 
operations are made each year, which either reduce the costs of doing 
our job or result in better service to the public at no additional cost. 
Some of these improvements in methods and procedures result in im- 
mediate, one-time economies through reduced requirements for per- 
sonal services, machine rentals, space, or equipment. Other improve- 
ments result in less immediate but very significant long-range econo- 
mies. Savings resulting from these studies, though normally small 
as identified with each individual employee suggestion or management 
improvement project, in the aggregate are substantial over the period 
of a year and make it possible to undertake a larger volume of work or 
do a more effective piece of work within available funds. Tlustra- 
tions of savings of this nature which have been “plowed back” into the 
operating productivity of the organization are as follows: 

(1) A new high-speed device was installed on certain key punch 
equipment during the year which resulted in an increase in production 
of approximately 414 man-years of work at average annual standards 
of production. 

(2) The modification during the year of the balancing and editing 
procedures in the electronic installation made possible the discontinu- 
ance of certain key punch information into spoiled bonds and stubs, 
thereby saving up to eight key punch impressions in spoiled docu- 
ments and eliminating the possibility of key punch errors and subse- 
quent investigation and correction of such potential errors. Esti- 
mated man-years saved through these procedural changes range be- 
tween 7 and 8 man-years in terms of current production standards. 
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USE OF ELECTRONIC EQUIPMENT 


By far the most important savings and management improvement 
activities of the Bureau are geared, however, to the work the Bureau 
is doing and has done since 1957 in converting to the use of electronic 
data processing equipment for certain savings bond operations. We 
have, for the past several years, kept this committee informed as to 
the plans, the progress, and to the problems faced in converting to 
electronics. The complete installation has been in operation for a 
little over a year now and we can report that we are pleased with the 
results. We still have not achieved X iggy operating efficiency but, 
we appeee to be approaching that goal. One of the major roadblocks 
to achieving full efficiency has been the backlog of partially processed 
or unprocessed work that necessarily developed during the period of 
conversion before all the equipment was available and debugged. 
Through the rental of time on compatible gear in commercial institu- 
tions in Detroit, Mich., and Boston, Mass., we are catching up this 
backlog and should, if funds permit, be well on our way to becoming 
completely current early in fiscal 1961. 

Many procedural improvements have been made during the past 
year in the electronic data processing techniques and procedures over 
those initially introduced, Other changes are being undertaken at 
this time or are being planned for the future, all of which are designed 
to increase the productivity per man-year or machine-hour of per- 
formance or to provide more prompt service to the public. 


CURRENT YEAR DEVELOPMENTS AND PROBLEMS 


During this current year, the Bureau is faced with several adminis- 
trative problems including budgetary limitations which bear directly 
on the exchange of certain savings bonds, an undertaking not en- 
visioned at the time we appeared before this committee last January. 

On November 19, 1959, the Treasury announced an exchange offer- 
ing of series F and G savings bonds issued in 1948, and maturing in 
1960 ($1,600 million outstanding) for 434 percent Treasury notes, 
dated July 20, 1959, and maturing May 15, 1964. The Treasury has 
been pleased with the results of this exchange. Holders of approxi- 
mately $744 million of the $1.6 billion of these bonds responded to this 
offer; This has helped us tostretch out our debt: but it has, of course, 
added substantial administrative. burdens to the Federal Reserve 
banks, in their capacity as fiscal agents of the Treasury, as well as to 
the staff of the Bureau of the Public Debt. 

We also announced a further exchange, effective January 1, 1960, 
and thereafter. of series E and J savings bonds and certain series 
F savings bonds for series H savings bonds, subject to deferral of 
gain on the exchange for Federal income tax purposes, in accordance 
with the provisions of Public Law 86-346, approved September 22, 
1959. 

It is too early as yet to predict the response that this exchange offer- 
ing will receive. It should be noted, however, that the administrative 
problems related to this exchange will add additional burdens to the 
Bureau and the Federal Reserve banks, which may result in substan- 
tially increased costs. 
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As we see it now, this burden of extra costs relating to offerings not 
included in our budget may necessitate curtailing or possibly retard 
our efforts to get our electronic data processing operations on a cur- 
rent basis. It may, in fact, cause us to cut back on our presently ap- 
proved budgeted program to permit us, in every way possible, to assist 
the Secretary in making this exchange financing fully effective. If 
this new exchange has a favorable reception and increases our budg- 
etary problems beyond the point of reasonable curtailment of other 
operations, we may be forced to request a supplemental appropriation 
for the fiscal year 1960. 

That is all I have in the way of a general statement, Mr. Chairman. 
Thank you for the opportunity of appearing before you to present our 
budgetary request for fiscal 1961. I shall be glad to discuss any points 
on which there may be questions. 


PUBLIC DEBT REFINANCING DURING FISCAL YEAR 1961 


Mr. Gary. Mr. Kilby, what portion of the public debt is going to 
require refinancing during fiscal year 1961? 

Mr. Kirtsy. About $80 billion, Mr. Chairman. 

Mr. Gary. And what interest do you estimate we will have to pay 
on those refinancing transactions ? 

Mr. Kirsy. If the present trend continues, Mr. Chairman, we 
probably will pay pretty close to 5 percent, I would say, for 1-year 
certificates. And as the law stands at present it will not be possible 
for us to issue any securities over 5 years because of the 414 percent 
interest ceiling ouieh is a carryover from the Second Liberty Bond 
Act passed in 1917 but still on the statute books. 

Mr. Gary. If that ceiling is lifted, as has been recommended by 
the administration, what interest rates do you anticipate we would 
be required to pay on our long-term issues? 

Mr. Kirey. [ cannot speak with authority on that, Mr. Chairman, 
but I am told by the experts, who should know, that if the ceiling is 
lifted it would result in our actually paying lower rates than would 
obtain at the present time. 

Mr. Gasy. You mean for short-term? 

Mr. Kirsy. No, I mean we would be able to borrow long-term 
money somewhat cheaper than we are now paying for short-term. 

Mr. Gary. Suppose it became necessary to issue 5 percent long- 
term bonds, and then suppose after those bonds were issued the mar- 
ket would drop. What would happen then? 

Mr. Kupy. In that case we would be saddled with paying 5 per- 
cent for a longer period that it turned out would have been neces- 
sary. That, of course, is getting into the field of economics, which 
I am not qualified to speak on. 


CALLABLE BONDS 


Mr. Gary. What I am getting at, do the bonds usually have a pro- 
vision whereby they can be called in in an event of that kind? 

Mr. Krrsy. It has been our practice to place a call date on securi- 
ties maturing in more than 12 years, so that we could take advantage 
of a shift in the market and call them in sooner if the rates were 
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lower, and continue to hold them at existing terms until maturity if 

the rates were higher. We have not had a callable bond for several 
ears. 

m Mr. Gary. Are they usually callable at par, or do you pay a pre- 

mium when you call them in? 

Mr. Kirpy. We usually call them in at par. The securities them- 
selves state on their face she provisions under which they may be called 
and the price at which they may be called, which in our experience has 
always been at par. 

Mr. Gary. It would be possible, then, for the Government to pro- 
tect itself on this high market, if the interest ceiling was lifted, by 
issuing callable bonds callable after a short period of time, so that if 
there was a sharp decline in the market price of money those bonds 
could be recalled and reissued ? 

Mr. Kirey. Yes, sir. 

Mr. Gary. And at the then prevailing market rate ? 

Mr. Kuy. Yes, sir. 


FEES PAID TO COMMERCIAL BANKS FOR HANDLING SAVINGS BONDS 


Mr. Gary. In your statement you call attention to the fact that 
$11,100,000 of your request is “for payment of fees to commercial 
banks and other financial institutions for redeeming savings bonds 
and $1,015,000 for reimbursement to the Post Office Department for 
services performed.” 

Just what do you pay commercial banks for handling savings bond 
transactions ? 

Mr. Kirtsy. We pay them at the rate of 15 cents each for the first 
1,000 bonds that they redeem in a calendar quarter, and 10 cents each 
for those over and above the 1,000 that they redeem in a calendar 
quarter. 

I might say that rather recently, in this venture which would permit 
the exchange of all outstanding series E and J bonds and series F 
bonds which mature on and after January 1, 1960, we felt that this 
was such a tremendous undertaking that it could not be handled b 
the Federal Reserve banks without severe disruption of their activi- 
ties, so we made arrangements with the commercial banks to take those 
bonds in and process them, get them in shape for exchange, and when 
they had completed a transaction forward it to the Federal Reserve 
bank for the actual issuance of the H bonds. In order to do that, we 
provided that we would pay them the same scale of fees—that is, 
15 cents each for the first 1,000 bonds in a calendar quarter and 10 cents 
each for all over the 1,000—that we pay them for the actual redemp- 
tion of the bonds. 

It is too soon to tell how much activity there will be in that par- 
ticular area. We do know that we had a very preliminary report 
this morning—and this is less than 2 weeks since the operation went 
into effect—but already there have been around 125,000 bonds that 
have been taken in, and they amount to about $25 million, which is an 
average of about $200 per bond coming in. We do not know, cer- 
tainly, whether this will be a continuing thing or not, but it points 
up that thus far, on very preliminary figures, they substantiate our 
estimate of the volume that we might expect to receive. 
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If those exchanges continue that will, of course, add to the $11,- 
100,000 that we have estimated for the payment of fees in 1961. 

Mr. Gary. You do not pay the banks for the issuance of the bonds? 

Mr. Kirpy. No, sir, we do not pay them for the issuance, but we 
pay them for the redemption. 

Mr. Gary. Are there any other services in connection with the 
handling of the bonds for which you do not pay them ? 

Mr. Krisy. Probably there is a substantial amount of advice given 
to customers with respect to the purchase of this or that bond which 
they render without any charge to us, but that is an intangible rather 
than a tangible cost. 


PROPOSAL TO CEARGE COMMERCIAL BANKS INTEREST ON 
GOVERNMENT DEPOSITS 


Mr. Gary. The Secretary stated to the committee several days 
ago that there has been some question for a long period of time be- 
tween the Treasury Department and the General Accounting Office as 
to charging the banks interest on the deposits that the Federal Gov- 
ernment maintains in those banks; that the GAO had maintained 
that a reasonable interest charge should be collected from the banks, 
whereas the Treasury Department had taken the position in the past 
that the banks were rendering a lot of free service to the Government 
which they probably would be reluctant to render if they were re- 
quired to pay this interest. He stated that a survey is now being 
made to determine the value of the services which the banks are 
rendering, and the amount that would be involved in an: interest 
charge on Federal deposits in these banks. 

The only service that the banks render in connection with savings 
bonds is the issuance of the bonds and the giving of advice to custom- 
ers with respect to the bonds? 

Mr. Kirey. Plus the redemption, for which they are paid. 

Mr. Gary. Do you think the fee for redemption about takes care 
of the cost of redeeming the bonds? 

Mr. Krrpy. That is a controversial question, Mr. Chairman. Ihave 
heard some bankers that have remarked they were losing their shirts 
in doing this business, but at the same time I think there is a certain 
customer appeal which to some extent augments the payment they 
receive. In other words, there are people who are attracted to a 
bank for the purpose of cashing a bond, and they may become a cus- 
tomer of that bank and ultimately receive services for which the bank 
is compensated. I might say, Mr. Chairman, that these balances fluc- 
tuate to some substantial degree. For instance, on December 31, 1959, 
the balances held in tax and loan accounts of the banks amounted to 
$5,583 million. On January 22 that balance had dropped to $4,485 
million. That is constantly fluctuating. As new issues are credited 
in the tax and loan accounts, the tax and loan accounts increase, and 
as they are drawn down they decrease. 

Mr. Gary. Are those deposits pretty widely distributed in banks 
throughout the United States, or are they concentrated in a relatively 
few banks? 

Mr. Kurpy. I believe they are held by 11,000 or 12,000 banks, Mr. 
Chairman, so they are pretty broadly distributed. 














303 


DISTRIBUTION OF OWNERSHIP AND OTHER DATA ON THE PUBLIC DEBT 


Mr. Gary. I believe Mr. Conte asked the other day that the usual 
table showing the distribution of the debt be inserted in the record. 
Will you see that the usual charts and tables that this committee re- 
quests are put into the record at this point ¢ 

Mr. Kitpy. Yes, Mr. Chairman. We havethem with us. 

Mr. Gary. They will be inserted in the record at this point. 

(The tables follow :) 


Ownership of the public debt 


{In billions of dollars] 



























































Change 
Feb. 28, | Dec. 31, | Dec. 31, | Dec. 31, | Dec. 31, since 
1946 1956 1957 1958 19591 Dec. 31, 
1958 
Nonbank investors: 
ee eee 64.1 65. 7 65.1 63. 5 69. 2 +5.7 
Insurance companies and mutual 
eee 35. 5 21.3 20. 2 19.9 19.3 —.6 
Nonfinancial corporations. -_. ‘ 19.9 19.1 17.2 18.2 23. 4 +5, 2 
State and local gov ernments and 
MIisSOGUBNOOUS..-~ = 25-522. 5256065 058 15.6 32.1 33. 6 33.1 39.4 +6.3 
III oo nes wawccanesanue 135. 1 138, 2 136. 1 134.8 | 151.3 +16.5 
Banks: a re 
Commercial banks... -...--.----------- 93. 8 59. 5 59. 5 67.5 59. 4 —8.1 
Federal Reserve banks_...-..---.----- 22.9 24.9 24, 2 26.3 26.6 +.3 
tg ee 116.7 84.4 83.7 93.9 86.0 -7.9 
U.S. Government investment accounts. - - 28. 0 54.0 55, 2 54.4 53. 6 —.8 
Watale rout ence ne hess cee 79.8| 276.7| 275.0] 2830| 2009] +7.9 
1 Preliminary estimate. 
Source: Office of the Secretary of the Treasury, Debt Analysis Staff. 
Debt not subject to statutory limitation as of Dec. 31, 1959 
Outstanding 
Interest bearing: 3 percent Panama Canal loan of 1961___--___ $49, 800, 000. 00 
Matured debt on which interest has ceased : . 
Old debt matured—issued prior to Apr. 1, 1917 (excluding 
postal savings BORGES) qe ce ccc 1, 370, 620. 26 
2% percent postal savings bonds___--------------------- 654, 900. 00 
First liberty bonds, at various interest rates__._._..__.____ 723, 350. 00 
Treasury savings certificates._.__.................... 75, 750. 00 
Debt bearing no interest: 
[jet Mo voneh ecmadeanmnensdesewascus $846, 681, 016. 00 
(Less gold reserve... ........26.6..---.- 156, 039, 480. 93 


190, 641, 585. 07 





National and Federal Reserve bank notes assumed by the 
United States on deposit of lawful money for their 





yt Neen eet pat ace wane ley Sete pay ee pa A ee Ahlen Mee pmb eh! 162, 682, 420. 50 
Old demand notes and fractional currency_____-_.-___-_- 2, 018, 726. 26 
Thrift and Treasury savings stamps__.__---___-_-__-_____ 8, 705, 739. 25 

2 ha tee anaemia nage carom popets ble Apes A. Rabie eee RelA 411, 673, 091. 34 


50114—60 20 
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Interest-bearing securities issued by Federal agencies but not guaranteed by 


the U.S. Government, Dec. 31, 1959 
(Par value—in thousands of dollars) 


Banks for cooperatives: 
4% percent, February 1960 (debentures) 








53, percent, April 1960 (debentures) —_-___ 





514 percent, September 1960 (debenutres) 


Total banks for cooperatives securities 





Federal home loan banks : 
3.80 percent, January 1960-A (notes) 





43, percent, February 1960—-B (notes) -_-_-_- 





4% percent, February 1960-D (notes) 








4Y% percent, March 1960—-C (notes) 





4.65 percent, April 1960-E (notes) -—_--_ 
51% percent, May 1960-H (notes) __- 





5 percent, June 1960-F (notes) 





5.40 percent, July 1960-G (notes) ___-- 





3% percent, April 1963—A (bonds) 


258, 660 





Total Federal home loan bank securities. 





Federal intermediate credit banks: Debentures 


1, 773, 660 





Federal land banks: 
5 percent, January 1960 (bonds) 


1, 356, 200 


164, 000 





2% percent, February 1960 (bonds) 


124, 058 





3% percent, February 1960 (bonds) 


te 89, 000 





3% percent, April 1960 (bonds) 


201, 000 





2% percent, June 1960 (bonds) 


106, 500 





3% percent, April 1961 (bonds) 


83, 000 





120, 000 





4 percent, September 1961 (bonds) 





4 percent, May 1962 (bonds) __---___- 


125, 000 





4% percent, August 1962 (bonds) 
2% percent, May 1963 (bonds) 


98, 000 
122, 000 





3% percent, May 1966 (bonds) —-- 


107, 999 





414 percent, February 1967-72 (bonds) __- 


72, 000 





41% percent, October 1967-72 (bonds) 


75, 000 





4%, percent, March 1968 (bonds) 





434 percent, March 1969 (bonds) 


86, 000 
100, 000 





4% percent, Juiy 1969 (bonds) 


60, 000 





82, 998 





3% percent, April 1970 (bonds) -__-- 





3% percent, May 1971 (bonds) 
3% percent, September 1972 (bonds) 


60, O77 
109, 288 





Total Federal land bank securities___ . 





Federal National Mortgage Association : 
4% percent, March 1960 (debentures) _ ns 


1, 985, 920 


- 150,000 





5.30 percent, April 1960 (debentures) —_- 


100, 000 








5% percent, May 1960 (debentures) 





4 percent, June 1960 (debentures) 


100, 000 





35% percent, August 1960 (notes) 
5.35 percent, September 1960 (debentures) 


797, 344 





5% percent, September 1961 (debentures) 





3% percent, February 1962 (debentures) 





314 percent, March 1963 (debentures) 





4% percent, November 1963 (debentures) 





43, percent, June 1965 (debentures) ___-__- 





35% percent, March 1968 (debentures) __- 








43, percent, April 1969 (debentures) 


Total Federal National Mortgage Association securities 


Total nonguaranteed securities. 


7, 916, 624 
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Amount of Treasury bonds outstanding with maturities over 10 years, Dec. 31, 1959 
(on basis of daily Treasury statement as of Dec. 31, 1959) 
























































Title Date of issue Payable Amount out- 
standing 

Sih WOOO WONG, TIBO-TO so iniicdinnscockconkenqnesecucouan Feb. 1,1944 | Mar. 15,1970 | $4, 695, 076. 000 
2% percent bonds, 1966-71. -| Dec. 1,1944 | Mar. 15, 1971 2, 941, 940, 000 
244 percent bonds, 1967-72. --| June 1,1945 | June 15,1972 | 1,820, 517, 000 
BO eee e gee leak oacawabwanaacceuy mckan Oct. 20,1941 | Sept. 15,1972 | 2, 715, 981, 250 

SEE RAR ER EE ea Re ees Nov. 15,1945 | Dec. 15,1972 | 3, 667, 132, 000 
ie | |, ee Sa en arenes eS Dec. 2,1957 | Nov. 15, 1974 653, 791, 500 
ee ee eicnde Jan. 23,1959 | Feb. 15.1980 884, 115, 500 
314 PETOONE DONGE, IDTO-OB...... nce ncnnsnnscscencucosccncusn May 1,1953 | June 15, 1983 1, 601, 747, 500 
3% percent bonds, 1985...........----.-.------------------ June 3,1958 | May 15,1985} 1, 134, 809, 500 
344 pereent Bonds, 1900... cocccencescaccscsesccscce Feb. 14,1958 | Feb. 15, 1960 1, 726, 779, 500 
Sy IE Sass sw sek decsenedcnnndcnctausewawansed Feb. 15,1955 | Feb. 15, 1995 2, 737, 136, 500 
We sua tudscesadstwanckcrveuskonneaes B s 24, 579, 026, 250 

Number of subscriptions by investor class for 5-percent Treasury notes, 
series B 1964 

Tndividtals'........6.~.-.c5<u 102, 458 
Mutual savings banks__- 316 
Insurance companies__-_ 713 
Dealers and brokers_-_-_-_-~- 898 
State and local, pension and retirement funds 199 
State and local, other than pension and retirement funds. 1, 735 
Other-pension and retirement funds 296 
Commercial banks aw ‘tg Oae 
‘Corporations 2, 906 
U.S. Government investment accounts 8 
AST GR iin orienta as 4,120 





DOCS) BURECHIRODR. aa i ccc cecnmdncmnnnmancnsenemnaeea 121, 568 
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EXCHANGE OF SAVINGS BONDS 


Mr. Gary. Would exchanges of savings bonds create as much of 
a workload in administering the public debt as the issuance of new 
bonds ? 

Mr. Kirpy. We feel there would be, if anything, more work in- 
volved in the exchange of a given number of bonds, say a unit of 
1,000, than would otherwise be the case, because of the fact that in 
an exchange we have both sides of the transaction, and in an issue 
we only have one side. 

That is the theory, incidentally, on which the Treasury agreed to 
pay the paying agents the conventional fees for handling these bonds 
for exchange that they pay for redemption. 

Mr. Gary. Just what is this exchange program that you are em- 
barking upon ? 

Mr. Kirtsy. This program involves the potential exchange of all 
outstanding E-bonds, of which there are some $39 billion worth; all 
J-bonds; and all series F-bonds which mature on and after January 
1, 1960. The potential of all three series I think is somewhere around 
$43 or $44 billion. And the offer of the Secretary, which was made 
possible through the act of September 22, 1959, is to exchange them 
at current redemption value, with an adjustment of the odd differ- 
ences, for series H-bonds, which also bear the same rate of interest 
as the series E-bonds, 334 percent, but which pay interest semian- 
nually by check, so that a person who is getting near retirement age, 
as some of us are, has an opportunity to get into a current income 
situation. 

Mr. Kupy. There is also a plan involved under which the holder 
of a series E-, F-, or J-bond exchanging it for a series H-bond can 
defer the accrued interest which has been unpaid up to the present 
time until the series H-bond is redeemed or matures or is otherwise 
disposed of. 

Mr. Gary. What is the purpose of that program? 

Mr. Kirtsy. The primary purpose, Mr. Chairman, is to provide for 
those people whose circumstances have changed with the passage of 
time an opportunity to get their investments in a state which is more 
suitable to their condition. That is, many people now want current 
income who in the past did not need current income and this affords 
an opportunity for them to do that. 

Mr. Gary. Without paying taxes? 

Mr. Kirey. Without paying taxes which until now have been pay- 
able. When an E-bond was cashed, all of the accrued interest which 
had accumulated on that bond was payable in the year in which it 
was redeemed. Under this plan he can continue to defer it as long 
as he holds the H-bond on which he makes the exchange, or until 
the H-bond matures. 

Mr. Gary. The chief advantage would be to the bondholders in 
the higher income groups, would it not? 

Mr. Krpy. That is right; yes, sir. 

Mr. Gary. It would be of more benefit to him than it would to the 
holder of bonds in the lower income group? 

Mr. Kurpy. If the individual in a high tax bracket should defer 
his taxes until he falls into a lower bracket, obviously he benefits from 
doing so. 
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Mr. Gary. Will any of the money in this budget. be used to service 
conversions under this program ? 

Mr. Kirtsy. We did not have any money in this budget because 
this program was not envisioned at the time we drew our estimate, 
but obviously we would have to find some means of working it in, 
or if the burden were too heavy we would probably have to request 
a supplemental to take care of it. 

Mr. Gary. Do you have any idea at the present time as to what it 
will cost? 

Mr. Kuirsy. It is really too soon to form a very intelligent estimate, 
Mr. Chairman. 

In connection with the apparent volume, I spoke of 125,000 bonds 
having come in already and those involved $25 million, or an average 
of $200 apiece. If that rate were to continue, and as far as we know 
this offer is going to continue indefinitely, it might be necessary for 
us to request a supplemental to cover it because we have already 
figured that it would require approximately $150,000 a month if the 
volume which we have estimated should materialize in the current 
fiscal year. Of course, we have 6 months of this fiscal year still to go. 


INCREASE IN INTEREST RATE ON BONDS 


Mr. Gary. You have increased the rate of interest on E-bonds, 
within the last year or two? 

Mr. Kirpy. Yes, sir. They were increased one-half of 1 percent 
from 3.25 to 3.75  pacoun. 

_ Mr. Gary. Did that increase extend to all outstanding bonds or did 
it merely refer to bonds issued on and after a certain date ? 

Mr. Kirtsy. That extended back to apply to all outstanding bonds 
which had been issued, but only as to futures. They were increased 
in the period from June 1, 1959, on to maturity, so that everyone had 
a benefit deriving from the increase effective June 1, 1959, 

Mr. Gary. In other words, it did not apply to any interest accrued 
prior to the time it became effective but 1t did apply to interest sub- 
sequently accruing on all bonds? 

Mr. Kirtsy. That is correct. On all series E-bonds from 1941 on. 
Many of them were already in their extended period, as you know. 
Nevertheless, on June 1, 1959, they bore increased rates as did the new 
ones which we issued. 

Mr. Gary. Does that refer to the matured bonds as well as to the 
unmatured bonds? 

Mr. Kirpy. Yes, sir. 

Mr. Gary. So that under the law now any E-bonds that have ma- 
tured or that are maturing, can be retained by the bondholder and he 
will be paid the increased amount of interest on the value of those bonds 
during the time that he holds them ? 

Mr. Kiurpy. Yes, sir. Their increase is approximately a half of 1 
percent, but it varies somewhat depending on the date of the bond. 
Some will bear an increment at a rate of sixty-hundredths of 1 percent 
more and some fifty-hundredths, but it is roughly a half of 1 percent 
increase all across the board. 

Mr. Gary. You said the H-bonds carry the same rate of interest? 

Mr. Kirey. Yes, sir. 
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Mr. Gary. So that. you do not, by converting from one to the other, 
yet any additional interest but you have your interest paid to you 
periodically rather than accumulate it ? 

Mr. Kirsy. That is true. 


SAVINGS FROM USE OF ELECTRONIC EQUIPMENT 


Mr. Gary. Would you furnish us with a table, Mr. Kilby, showing 
the cost of electronic equipment now in operation with the estimated 
savings in personnel resulting from the use of that equipment ? 

Mr. Kirpy. Yes, sir. We rent that equipment, you know. We do 
not buy it. 

Mr. Gary. I know that, but will you show us the comparative costs 
of the equipment and the savings in personnel? It would also help if 
you could project that comparison into the future to some extent. I 
would appreciate it if you would do that. 

Mr. Kirtsy. Yes, sir. 

(The material referred to follows :) 


Estimated cost of rental of electronic equipment 


Te PCC OR | ae ee ea ar $1, 547, 000 


SAS ES Sy RSTn PS aa eee 1, 412, 000 
De RSS Es a ne ee ee Ce eee 1, 200, 000 


Actual and estimated number of personnel engaged in operations where 
electronic conversion savings directly applied 


Fiscal year 1957, last full fiscal year prior to installation of electronics___ 1, 208 


Bipear Senn sooo, current year. 2 a 762 
Fiscal year 1961, 1st full fiscal year after conversion, budget year________-_ 703 
TRE URE SO EE Re a ee a a ene aoe ear ae 685 


A savings in personal services of 505 average man-years from 1957 to 1961, 
the budget year, at an average annual salary of approximately $3,720 is estimated 
to be about $1,880,000 taking into consideration pay adjustments during the 
intervening years. In addition to base salary there would be other savings 
related to this reduction in personnel for related items such as the 6% percent 
retirement fund contribution, employee life insurance contributions, and health 
benefits which would have cost an additional $125,000. 

In 1957, the last full fiscal year of operations prior to the installation of elec- 
tronic equipment, the total cost of equipment rental for operations involved in 
processing savings bonds activities related to the conversion was $721,770. The 
estimated equipment rental cost in fiscal 1961 for these same operations will be 
$1,867,775 or an estimated increase in cost of about $1,146,000. 


Comparative costs of equipment rental for certain savings bonds operations 


























Fiscal year 1957, last full year prior Fiseal year 1961, Ist full budget year 
to electronics after conversion 
| 
Chicago | Parkers- | Branches} Total | Chicago | Parkers- |Branches| Total 
burg burg 

Tabulating- --.....- $284, 245 0 | $391,352 | $675,597 | $86,126 | $169,800 | $161,288 | $417,214 
Microfilm. - .......-- 29, 112 0 13, 967 43, 079 12, 814 17, 430 4,712 34, 956 

Miscellaneous. - ----- 3, 094 0 0 3, 094 2, 060 1, 890 0 3, § 
Electronic_-_-...--.-- 0 0 0 0 0 |1, 411, 655 | 0 | 1,411, 655 
i 316, 451 | 0 | 405,319 | 721,770 101, 000 |1, 600, 775 166, 000 | 1, 867,775 
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Personal services, 1951-61 














Average positions 
Personal Percent of Average 
Year service funds Percent salary 
obligations | available Number decrease 
from prior 

year 
RR 5 eee eee $17, 143, 249 34.3 5,079. 5 —11.5 $3, 375 
BE cebrnupenkdindddesbddnadeedukmnnmees 18, 354, 853 36.1 4, 839. 1 —4.7 3, 793 
DEEN cited ndchsananbucdanuadnakenadgunneabe 17, 117, 625 33. 4 4, 422.3 —8.6 3, 871 
MDE s Sac cnnendentbendneneehideeensacnandee 15, 415, 506 31.6 3, 930.8 -—11.1 3, 921 
ED uiianasnnntddunbideduandabaGdaanencus 15, 457, 176 34.1 3,815.6 —2.9 4, 051 
_, Se eens PSE eee eee epee ee 15, 467, 003 34.2 3, 640.4 —4.6 4, 249 
ES sine nt dd NkansoseAshnigaana omen 15, 459, 242 34.0 3, 629. 4 -.3 4, 259 
TES <i stanton atidneadepantxancwencsasawa 15, 426, 899 32.4 3, 414.8 —5.9 4, 518 
oo RP EEO ne oP re 15, 182, 650 32.1 3, 082, 5 —9.7 4, 786 
BD PIII 4 dieciucacnscuuctounancn 14, 514, 000 30.9 2, 919.8 —5.3 4, 918 
ES ree Sone ae ee net 14, 289, 000 30.5 2, 860.8 —2.0 4, 997 




















INCENTIVE AWARDS PROGRAM 


Mr. Gary. We would also like to have a tabulation showing the 
estimated. savings, to date, from the incentive award program and 
from mechanization programs to show how these savings have been 
applied. ' 

Mr. Kirpy. Yes, sir. 

I believe we have that with us, Mr. Chairman, but if we do not, we 
will supply it. 

Mr. i Thank you. Would you also project that into future 
years? 

Mr. Kirey. Yes, sir. 

(The material referred to follows:) 


Incentive awards program, 1955-61 








Fiscal year Estimated Application of savings 
saving 
oR Sess © $69, 342 | As a partial offset to the costs entailed in processing the excess of actual 


volume over estimated volume. 








79,157 | Used to defray part of the costs to begin studies on use of electronics. 
24,089 | To defray part of the costs of electronic study and postal registry fee costs. 
30,035 | As a partial offset to the costs entailed in processing the excess of volume 
over estimated volume. 
77,067 | As a partial offset to increase in postal rates. 
To be applied as a partial offset to the costs entailed in the exchange of 
1960 ‘, F, and J savings bonds for H bonds, which costs are not included in 
ice eee } 13,181 our present budget. It is not possible to project future estimated 








savings based on the probability of receipt of employee suggestions and 
the appraisal of the value thereof. 





1 Estimated savings on an annual basis through Dee. 31, 1959. 
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Division oF Pusiic Dest AccoUNTS AND AUDIT 


Comparison of costs in the conversion of the public debt accounting system and the 
related mechanization program 














1955 (last full year prior to Comparison of 1961 
mechanization) 1961 costs with adjusted 
costs for 1955 
Man- Actual | Adjusted; Man- Actual Man- Cost 
years cost cost ! years cost years 
Personal services_-........-.- 137.2 | $585,199 | $646,645 100.7 | $535, 000 —36.5 | —$111, 645 
Rental of equipment -_-......._|....------ 4, 749 UEP Snsncanonns OS ane +26, 732 
Bs eetktatac eo sinineaies 137.2 | 589,948 | 651,394 100.7 | 506,481 —36.5 —84, 913 


























1 Adjusted to 1961 pay scale. 


The decrease in costs in 1961 over 1955 accrued gradually throughout the period 
1956-61 and were accounted for in each of the fiscal years as they accrued. Future 
year costs should approximate 1961 fiscal year. Savings were applied against 
increased volume costs and conversion to electronics. 


SAVINGS BECAUSE OF MOVE TO PARKERSBURG, W. VA. 


Mr. Gary. Apparently, you are estimating that you will save 
ge by your shifts from Chicago and Cincinnati to Parkersburg, 


Mr. Downre. That is not a firm figure in terms of the shift itself, 
Mr. Chairman. That is a net saving that we have asa reduction from 
base but the actual saving is made up of many different items such as 
personal services, and equipment rental. We will have to break that 
down and develop a table for that. 

The figure you are reading from there is in our analysis of base, 
and that reduction is a result of this conversion. We would have to 
analyze that figure and break it down a little differently to answer 
explicitly your question. 

r. Gary. Is that an annual net saving or is it just —— 

Mr. Downie. Any reduction from base would be projected on an 
annual basis; yes, sir. 

Mr. Gary. Could you give us a statement showing the cost of that 
conversion and the probable savings resulting from it ? 

Mr. Downte. Yes, sir. 

(The material referred to follows :) 


The $491,881 referred to in the table under the heading “Adjustments to base”: 
Reductions: shows the following : 








Reductions in personnel_____-__________-_____ $212, 281 
Reduction in rental of compatible electronic gear______._______.______ 126, 100 
Other objects of expenditure_________________-_-_ 153, 500 

2 OES ed ES Sn ae ES a ee ee eee 491, 881 


This is a reduction in base as between costs in fiscal 1960 and fiscal 1961 and 
is treated as a nonrecurring item. 

During 1960, extra machine time was rented from privately owned installa- 
tions having the same type of equipment in Boston, Mass., and Detroit, Mich. 
This extra rental time was necessary during fiscal 1960 because of the large 
volume of unprocessed work that necessarily developed during conversion. Ad- 
ditional quantities of supplies, printing, extra travel, shipping costs, and related 
items were also required for this same reason. 
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In 1961, when the backlogged work will have been processed, there will be no 
need for this extra rental of machine time and these additional costs as specified 
above. Furthermore, it is estimated that a reduction in personnel of approxi- 
mately 59 average positions will be possible as a result of conversion to 
electronics. 

The estimated costs and aggregate savings on a long-term basis, however, in 
the form of a comparison of the cost of operations before installation and 
probable savings after installation should be examined in the light of the table 
appearing on page 310 above. 

Mr. Gary. Could you tell us offhand about what that is? 

Mr. Downie. It would be difficult to give a clear picture, Mr. Chair- 
man, in terms of the figure that I think you are trying to get, the 
comparable cost between the previous type of operation and the oper- 
ation we will have in the future with the electronic gear. We have 
had an adjustment period in which, at the moment, the Parkersburg 
installation is attempting to work out the backlogs that Mr. Kilby 
alluded to earlier. We have used, during this past year, for instance, 
some funds to rent time on compatible equipment in two installations in 
Detroit, Mich., and in Boston, Mass. Those are costs that have 
occurred during the year as a result of the conversion and as a result 
of the backlog that had developed. They would not be continuing 
costs and they would not be projectable into future years. In order to 
get’ a tablé that would show what I think you are trying to get, we 
would have to develop some figures and isolate those costs to come up 
with more comparable figures. 

Mr. Gary. If you do that, we would appreciate it and thank you 
very much. 

Mr. Downte. Yes, sir. 

Mr. Gary. Mr. Canfield? 

Mr. CAnFIELD. It.is good to see you. 

Mr. Kirtsy. Thank you, sir. 

Mr. CanrFte_p. And to see you looking so well. 

This is what year of your service ? 

Mr. Kirtsy. This is my 15th year as Commissioner, but I have service 
of over 40 years with the Federal Government. 

Mr. Canrtetp. It seems to me that I heard you a moment ago allude 
to something regarding retirement. You are not going to retire, are 
you ? 

Mr. Kirey. I am thinking very seriously of it, Mr. Congressman. 

Mr. Canrtetp. What is the insignia or emblem you are wearing on 
your lapel ? 

Mr. Kuy. That is a 30-year pin. It signifies 30 years service in 
the Treasury. 

NO PERSONNEL INCREASE REQUESTED 


Mr. Gary. Would the gentleman yield? 

Mr. CanrteLp. Yes. 

Mr. Gary. May I ask one more question here? 

Do you have any increase in personnel in your requests for this year? 
Mr. Kirpy. No, sir. 


Mr. Gary. Thank you. 


FOREIGN HOLDINGS OF U.S. SECURITIES 


Mr. Canriexp. Occasionally you philosophize a little bit in your 
appearances before this committee and if I were to ask you now, how 
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does it feel to be the Commissioner of the Public Debt in our United 
States of America, what would you say? Do you ever dream at night 
about billions and trillions ? 

Mr. Kinpy. Yes, sir; I suppose I do, Mr. Canfield. 

Mr. Canrievp. In his appearance before our full 50-man House 
Appropriations Committee last week, Secretary Anderson described 
world banking operations as centered now in the United States of 
America rather largely. He referred to foreign holdings of our 
securities. 

Are they rather extensive, Mr. Commissioner ? 

Mr. Kirpy. I believe they are at this time, Mr. Canfield, or at least 
they are large enough to cause us some concern. 

Mr. Canrtevp. Do you have any idea as to their extent, percentage- 
wise ? 

Mr. Kitny. We do not keep any records of that sort in our shop, 
Mr. Canfield, and I do not believe I would be able to give you that. 

Mr. Canrietp. Would foreign holdings embrace all types of secur- 
ities issued by the Treasury ? 

Mr. Kupy. I think what the Secretary was referring to at the time 
was short-term obligations and those, of course, are bearer securities, 
and we do not have any record by registration. It seems to me that 
that was the type of security he was referring to when he appeared 
before you, bearer securities. 

Mr. Canrretp. Has there been any extensive purchase by foreign 
people of savings bonds? 

Mr. Kirry. I do not think savings bonds are involved, Mr. Canfield, 
but I think it principally would be Treasury bills and shert-term 
certificates, 


PURCHASE AND REDEMPTION OF SAVINGS BONDS 


Mr. Canrietp. Did you have something to say earlier in the day, 
Mr. Commissioner, about purchases and redemptions of savings bonds? 
How is the situation at the present time? 

There was a time, I know, when redemptions were exceeding pur- 
chases by quite some degree, but has that been alleviated somewhat 
in recent months? 

Mr. Kinny. We think that when we were able to raise the interest 
rate to 3.75 percent in September 1959, that that was sufficient to turn 
the tide and that the redemptions became less and the issues are be- 
coming greater. In terms of deviations from our estimates, we found 
that in the first 6 months the issues were off about 3.5 million pieces 
and that the redemptions were up about 1.6 million pieces. We think 
that that trend is being reversed and perhaps it will straighten it- 
self out by the end of this year. 

Mr. Canrrevp. That is all. 


COMPOSITION OF DEBT COMING DUE THIS YEAR 


Mr. Sreep. Mr, Kilby, when you mentioned the fact that you have 
a refunding problem totaling about $80 billion this year, are you able 
to tell us what percent, or part, of that refunding will be of the type 
security that has been outstanding a long time and just now maturing, 
as against the short-term, higher interest rate obligation ? 
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Mr. Kirtsy. No, sir. That decision would be made by the Secretary 
himself, from time to time, as these maturities come up. This $80 
billion that I mentioned is the total amount of securities due within 
1 year which will have to be refunded within the next 12 months. The 
type of securities which will be offered to the holders of the maturing 
ones is a matter for the Secretary to decide, of course. 

Mr. Streep. I was more interested in the type that is coming due, 
rather than the type that will be used to replace them. 

Mr. Kirsy. Just by the passage of time, there have come into the 
picture this $80 billion of securities, some of which were issued several 
years ago, and are in the form of bonds, and some of which were 
issued a short time ago and are in the form of notes, and still others 
which are in the form of certificates. 


INTEREST RATE ON REFUNDING THE DEBT 


Mr. Streep. Would it be reasonable to assume that because of the 
present market situation that the refunding will result in higher in- 
terest rates for the new bonds as against the rate prevailing ? 

Mr. Kirpy. It is reasonable to assume that the issues would be in the 
1-year or not over 5-year term, and that the interest rate would be 
substantially higher than the rate borne by those which are being 
refunded. 


PAYMENT OF INTEREST ON NEW SERIES H-BONDS 


Mr. Streep. On this exchange program, where the new series H- 
bonds would become the outstanding obligation, how often will the 
Treasury:make payment of the interest accrued on those? 

Mr. Kirtsy. That is paid every 6 months, Mr. Steed. 

Mr. Srerep. Is that an automatic payment or does the bondholder 
have to apply for it ? 

Mr. Kitsy. The bondholder does nothing whatever. He just sits 
back, and it comes to him automatically every 6 months. 

Mr. Steep. In the form of a Government. check ? 

Mr. Kitny. In the form of a Government check; yes, sir. 

Mr. Steep. I believe that you said that you already had about 125,- 
100 exchanges ? 

Mr. Kirpy. - Yes, sir. 

Mr. Streep. Would it be reasonable, then, to say that in making two 
payments a vear on the interest on that number you would have 250,000 
checks vou would have to issue to pay the interest on those exchanges ? 

Mr. Kitny. I might say that we had estimated first that there would 
be around 50,000 people each month who would have a transaction 
in this exchange and that each of those people on the average would 
turn in about 16 bonds and that they would be ‘issued: 2° H-borids. 
That means in the final analysis that we would expect about 100.000 
H-bonds a month to be issued as a result of this exchange. That 
would mean 1,200,000 in the course of a year and some of those will 
be added to existing holdings; so all will not result in an additional 
check. It will merely mean a larger check to the same person who 
already holds those. 

Mr. Streep: In total, this program eventually is going to require a 
substantial additional number of checks to be issued ? 
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Mr. Kirtsy. We think it will; yes, sir. 

Mr. Steep. Than heretofore ? 

Mr. Kirey. Yes, sir. 

Mr. Steep. Under the old system, you had no cost in connection 
with the bond until the holder turned it in for payment ? 

Mr. Kitsy. That is right. 

Mr. Srezp. Then you paid the bank 15 cents to handle it? 

Mr. Kirpy. Yes. 

Mr. Streep. We were told by another branch of this Department 
that it costs about 4.3 cents to issue a check and the point I am trying 
to get at is this: with all these new checks to be issued, all of them 
costing that:amount, you still would have the 15 cents to pay if and 
when the H-bonds became due, the same as you had before? 

Mr. Kirey. Yes, sir. 


COST OF BOND EXCHANGE PROGRAM 


Mr. Streep. What do you figure the additional cost of this program 
~ going to be over what it would have been had it not been put into 
effect ? 

Mr. Kirpy. Mr. Steed, it is really too early to make an estimate on 
it because we have only had a few days and this 125,000 pieces that 
I speak of is only the result of a few days’ experience and it may 
continue or it may drop off. We just do not know. 

Mr. Streep. What I am trying to get at is this: It is obvious that 
the Treasury is going to have more cost with the series H-bonds idea 
than it had Lensbters. What I want to try to do is to get clear in my 
mind—I can see the advantage that the bondholder could have—but 
what advantage will this extra cost give the Government? Why 
would the Government see any advantage in going into this extra 
expense? What would be the reason why the Government would 
aaveaes a cost that it did not need to unless it got some good out of 
it? 

Mr. Kusy. For one thing, Mr. Steed, it would keep a substantial 
amount of the debt in what we call good hands. That is, they are 
savers rather than investors. They are people who usually will re- 
tain the H-bonds for some period of time and is a healthy place to 
put a part of this large national debt of ours. 

Mr. Sreep. In other words, the point I want to make—I think I 
understand it: but I want to be sure—it sweetens up this part of the 
public debt in terms of the attractiveness it has for the investor and 
since it does bear a substantially lower interest rate than other types 
of securities you have to sell in this day and age, the more people you 
can get to have H-bonds, the larger total you can get in there, even 
with this additional cost, you are still money ahead ? 

Mr. Kusy. We think we are ahead on net balance; yes, sir. 

Mr. Steep. I just wanted to be sure I understood. 

Mr. Kusy. This exchange of F and G securities maturing in calen- 
dar 1960 for 4.75 percent of negotiable notes was an expensive opera- 
tion for us. It probably cost us a couple hundred thousand dollars ex- 
tra to make that exchange, but at the same time it took three-quarters 
of a billion dollars off of the Treasury’s back by not having to-pay. that 
money out in the months in 1960, starting with this month. We would 
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have had to pay out that money month by month had we not refunded 
it and got it out of the way. 


DESIGNATION OF BOND SERIES 


Mr. Steep. As an academic bit of information for myself, what 
causes a series of bonds to be called J, E, H, or what? 

Mr. Kirsy. It is primarily for accounting designation. We have 
to earmark them so that they can be properly controlled in the ac- 
counting system. For instance, on the savings bonds we started way 
back in 1935 with series A and we went through A, B, C, and D, and 
we went on to the popular E-bond, which is still being sold. 

Mr. Streep. Does each series have some characteristic in the lan- 
guage of the bond, or in terms of it as against the other series? 

Mr. Kirpy. Yes, sir; each bond is described by name. 

Mr. Streep. In the evolution of the thing, you come up with an H- 
bond that has characteristics you like better than one issued later on, 
called the J-bond ? 

Mr. Kirpy. Yes, sir. 

Mr. Streep. It is because of the popularity with the public, or an 
advantage to the Department, or something of that sort, that you 
finally wind up owning one series as against the other ? 

Mr. Kutey. That is true. 

On regular marketable securities, we usually tie the year of maturit 
into the title. For instance, 2.5 percent bond of 1967-72, would indi- 
cate that it bore interest at 2.5 percent and that it was redeemable 
in 1967 and that it finally matured in 1972. 


DIFFERENCE BETWEEN BONDS, NOTES, AND SECURITIES 


Mr. Sreep. I suppose I should ask the questions off the record to 
conceal my ignorance, but I will ask them on the record anyway. 

Fundamentally, what is the difference between a bond, note, and 
certificate ? 

Mr. Kusy. A bond, by tradition, is issued for periods of longer 
than 5 years. A note, by statute, must mature not less than 1 year nor 
more than 5 years from its maturity; a certificate of indebtedness 
can be issued for periods up to 1 year. 

The Treasu bills also may & issued for periods up to 1 year. 

Mr. Streep. In essence, they are finally the same thing; they are an 
oe against the Government ? 

Mr. Kirtsy. They are distinguished only by their maturity. 

Mr. Steep. We have the fourth category of bill and that is what 
we consider—— 

. Mr. Krpy. The bills are also issued for periods of not more than 
year. 

_Mr. Sreep. Is there any particular reason why they have designa- 
tions other than the time element? It just makes it easier for you 
to identify them ? 

Mr. Kusy. It is principally the time element; yes, sir. 

Mr. Streep. That is all, Mr. Chairman. 

Mr. Gary. Mr. Conte? 
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REDUCTION IN BUDGET REQUEST 


Mr. Conte. Mr. Kilby, I am pleased to see that you are one of the 
few departments that has cut down on its budget and also cut down on 
the number of employees in your Department. 

Mr. Kupy. Yes, sir. 

Mr. Conte. That is encouraging. You cannot say that for many 
of the departments in Government today. 

Your total reductions would have been $300,000 had it not been 
for the built-in expenses caused by the Congress ? 

Mr. Kirtsy. That is right. 

Mr. Contr. Expenses that you are saddled with that you cannot 
touch ? 

Mr. Kinpy. Yes, sir. 


SAVINGS STAMP PROGRAM 


Mr. Cone. I notice that the Post Office Department is selling quite 
a few savings stamps. Do you feel this is a profitable venture? 

Mr. Kinny. The Savings Bond Division has felt so for quite a few 
years. They have felt that the benefits of getting to children early 
in life and teaching them thrift were well worthwhile and this pro- 
gram is not an awfully expensive one. 

It does produce quite a few stamps. We estimate 125 million sav- 
ings stamps will be sold this year. 

Mr. Conre. Units? 

Mr. Kirtsy. Yes, sir; individual stamps. 

Mr. Conte. Ata cost of close to $1 million ? 

Mr. Kirpy. Yes, sir. 

Mr. Conve. Do you have a program in the school system whereby 
you have people going in and talking to these children and telling 
them the value of savings stamps, asking them to support. their 
Government, et cetera ?. 

Mr. Kixpy. Yes, sir. 

Mr. Contr. You do? 

Mr. Kurpy. Yes, sir. 

Mr. Contre. What kind of a program are you running at the pres- 
ent time for the sale of bonds ? 

Mr. Kinsy. Frankly, the Savings Bond Division people are coming 
rivht behind me and perhaps we should defer that question to them. 

Mr. Conte. I have no further questions. 


DECREASE IN ESTIMATE FOR SUPPLIES AND MATERIALS 


Mr. Gary. Mr. Kilby, it appears your actual expenditures for 1959 
for supplies and materials were $748,515. Your estimated figure for 
1960 is $287,000 and your estimate for 1961 is $279,000. , That is a right 
substantial decrease from 1959., What is the reason for that. decrease ? 

Mr. Downtr. When we went into the electronic equipment, we had 
reason to reduce from 1959 to 1960 and the small reduction between 
1960 and 1961 is related primarily to the reduction in people. We will 
have in 1961 fewer people than budgeted for in 1960, Mr. Chairman, 
08 the relationship of the ordinary supplies and materials will go 
down. 
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Mr. Gary. There is also a substantial reduction although not quite 
as large in equipment. 

Mr. Downie. Yes, sir. 

Mr. Gary. Isthat the same situation ? 

Mr. Downie. Generally speaking; yes. We are making evey effort 
to economize in the area of equipment and we have reduced the esti- 
mate by approximatley $25,000. 

Mr. Gary. Thank you, gentlemen. 

Mr. CanFreLp. Commissioner, I believe that the Bureau of Engrav- 
ing and Printing purchases the distinctive paper for our paper cur- 
rency ¢ 

Mr. Kirpy. Yes, sir; they do. 

Mr. Canrievp. I think it should be noted in the record that one of 
the reasons that that paper is distinctive is that Congressman Conte 
represents the district where it is made. 

fr. Gary. Thank you, Mr. Commissioner. 

Mr. Kirsy. Thank you, Mr. Chairman. It is a pleasure to appear 
before you. 

Mr. Gary. We are very glad indeed to see someone come in and 
request a smaller appropriation than the preceeding year. 

We will now consider the estimates of the U.S. Savings Bonds 
Division of the Treasury. 


Tuurspay, JANUARY 28, 1960. 
U.S. Savines Bonps Divison 
WITNESSES 


BILL McDONALD, ACTING NATIONAL DIRECTOR 
ELMER L. RUSTAD, SALES DIRECTOR 

BERNARD KRIXTEIN, ADMINISTRATIVE OFFICER 
ANNE M. FitzGERALD, MARKET ANALYST 

R. DUANE SAUNDERS, CHIEF DEBT ANALYSIS STAFF 


Mr. Gary. This appropriation for the U.S. Savings Bonds Division 
is included in the request of the Bureau of the Public Debt and 
amounted in 1960 to $5.5 million; $5,570,000 is requested for 1961, 
which is an increase of $70,000 over 1960. 


APPOINTMENT OF NEW DIRECTOR OF DIVISION 


Mr. McDonald is the Acting National Director of this Division but I 
believe an appointment has been recently made of a new National Di- 
rector for the Division; is that right ? 

Mr. McDonatp. That is correct, sep gm and I have some 
copies of the Secretary’s announcement of the appointment. Mr. Neal 
does not enter on duty until the 15th of February. We had rather 
hoped he might be able to be here and have the opportunity of meeting 
with Rg gentlemen today, but other commitments made that im- 
possible. 

He is not entering on duty, as I say, until the 15th of February. 

I have copies of the Secretary’s announcement of the appointment 
that was issued to the press on January 26. 
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Mr. Gary. Without objection, we will insert a copy of this an- 
nouncement in the record at this point. 
(The announcement follows:) 


TREASURY DEPARTMENT 
WASHINGTON, D.C. 
(Immediate release, Tuesday, January 26, 1960) 


Secretary Anderson today announced the appointment of William H. Neal, of 
Winston-Salem, N.C., as an Assistant to the Secretary and National Director of 
the Savings Bonds Division of the Treasury Department. 

Mr. Neal, who has been senior vice president of the Wachovia Bank & Trust 
Co., Winston-Salem, since 1946, succeeds James F. Stiles, Jr., who resigned on 
December 23, 1959. 

As National Director of the U.S. Savings Bonds Division, Mr. Neal will have 
responsibility for the direction of the savings bond program throughout the 
country. Mr. Neal is expected to assume his duties by February 15. 

Mr. Neal has long been active in the program. During World War II he was 
area manager in North Carolina and later served as State savings bonds chair- 
man. In 1953 he was named chairman of the Savings Bonds Committee of the 
American Bankers Association and in that capacity traveled throughout the 
country talking to bankers groups on the Treasury financing program. He was 
a member of a group of bankers named by the Treasury to tour Western Europe 
and make a special study on economic conditions and military strength under 
NATO, and in 1958 was appointed special representative of the Treasury in Eu- 
rope to confer with military leaders and U.S. embassy staffs in promoting the sale 
of savings bonds. He holds the Treasury’s Distinguished Service Award for his 
work as national chairman of the ABA Savings Bonds Committee. 

For more than 30 years Mr. Neal has engaged in bank public relations and 
business development work. He is past president of the Financial Public Rela- 
tions Association and for 5 years served as chairman of the American Bankers 
Association Public Relations Council. He is a faculty member and a member 
of the board of managers of the Financial Public Relations School of North- 
western University. 

Mr. Neal was a member of the faculty of the Graduate School of Banking at 
Rutgers University for 20 years. He has also lectured at the Pacific Coast 
School of Banking at the University of Washington, the Banking School of the 
South at Louisiana State University, the Southwestern Graduate School of Bank- 
ing in Dallas, the Banking School at Princeton, and at many State and regional 
banking schools and conventions. 

Born in Charlotie, N.C., December 19, 1896, Mr. Neal received a B.A. degree 
from Davidson College. He began his banking career with the Charlotte Na- 
tional Bank and in 1929 became director of public relations for the Wachovia 
Bank and a vice president in 1934. 


Mr. Gary. Mr. McDonald, we will be very glad to hear from you 
but ee you proceed, how long have you been Acting National Di- 
rector ¢ 

Mr. McDona.p. Mr. Stiles resigned as National Director effective 
December 23, 1959, and I have been acting since that date. Normally, 
I am the Assistant National Director. Mr. Stiles, for compelling 
personal reasons, resigned rather suddenly on December 23 but “ will 
remain as a volunteer consultant to the Treasury on savings bonds 
matters, 

Mr. Gary. We will be very glad to hear from you at this time, Mr. 
McDonald. 


GENERAL STATEMENT 


Mr. McDonatp. Thank you, Mr. Chairman. 
Mr. Chairman and members of the committee, I appreciate the op- 
portunity of coming here today to present the request for an appro- 
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priation of funds to operate the U.S. savings bonds sales program 
through fiscal year 1961. 

The Treasury promotes the sale of savings bonds because they play 
an important part in assuring the Nation’s economic stability, growth, 
and safety. The program approaches its 25th year of continuing sup- 
port of the Government’s efforts to encourage increased savings in all 
forms which are needed to finance soundly our growing economy. 

At the close of November 1959, the cash value outstanding series E 
and H bonds was $42,517 million, representing approximately 15 per- 
cent of the total public debt on November 30. These bonds are widely 
held. More than one of every four of the Nation’s family spending 
units own savings bonds, according to the 1959 Federal Reserve 
Board’s “Survey of Consumer Finances.” 

During fiscal year 1959, and the early months of fiscal 1960, E and 
H bonds sales slipped downward in the presence of rising trends in 
interest rates generally, which gave more favorable advantages on 
other forms of savings. For example, in the 9 months January-Sep- 
tember 1959, sales were off 10 percent, and redemptions including re- 
tirements of matured E bonds, increased by 13.2 percent, as compared 
with a year ago. However, purchases of the smaller denomination E 
bonds, most of which are bought by payroll savers, continued at a 
steady high level; the loss occurred in the larger denomination E and 
H bonds, purchased chiefly by investors. 

However, in September of 1959, Congress passed legislation author- 
izing an increase in the interest return on all E and H savings bonds, 
and the sales trend turned upward. Since October, the sales pattern 
has steadily improved. In November, cash sales overshot the. cor- 
responding month of last year for the first time in calendar year 1959, 
Po redemptions were the smallest in 12 months. Furthermore, the 
cash value of E and H bonds outstanding increased for the first time 
in 8 months, 

Another positive sales impetus will result from the recent announce- 
ment that beginning January 1, 1960, owners of all series E and J 
bonds, and certain F bonds, may exchange them for current-income 
series H bonds, with deferment of tax liability on the accrued interest 
until the H bonds are finally redeemed. Exchange of the series E, 
F, and J for series H may be made without regard to the current 
annual limitation of $10,000 for series H purchases. 


OBJECTIVES AND PLANS 


For the remainder of fiscal year 1960, and through fiscal year 1961, 
we will be striving for a bigger share of the total savings market for 
savings bonds. The goal for calendar year 1960 is $4,650 million, an 
increase of more than $300 million over the estimated sales in 1959. 

To achieve these goals, the Division’s promotional activities will 
highlight: 

(1) Intensive education to inform the established bond buyer as 
well as the new buyer of the various improvements in the terms of 
series E and H bonds. This activity will utilize the facilities of all 
advertising and publicity media with heavy emphasis on local news- 
paper advertising to send bond customers into their banks and to en- 
courage workers to sign up for payroll savings when they have an 
opportunity to do so. 


* 
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2) Payroll savings leads the way to regular, systematic savin 
of ¢ bonds. We estimate there are more than 8 willlen employed per- 
sons buying savings bonds where they work, and that their combined 
a mncegee account for almost half of the current E and H bonds sales 
volume. 

Reports thus far received show more than 1 million new payroll 
savers signed up for E bond purchases in calendar year 1959, the high- 
est number of new enrollments in any year since World War i. 
Moreover, sales of $25 and $50 bonds held at constant high levels 
throughout the period, despite an overall sales decline. The small 
denomination bond sales ably withstood major work stoppages in steel 
and related industries. A large number of the Nation’s biggest em- 
se ba in all kinds of business (industrial, utility, transportation, 

ancial, etc.) helped significantly to uphold payroll saver purchases 
by conducting companywide personal solicitation campaigns amon 
employees. New signups thus acquired offset the effects of the oaneall 
saver temporarily unable to buy bonds at work. 

For calendar year 1960 the Division’s payroll savings goal is 1,500,- 
000 new signups. Therefore, we shall undertake the most vigorous 
peacetime payroll savings campaign, embracing over 4,000 companies 
employing approximately 16 million persons. 

s a “kick-off,” the Savings ont Division is calling a series of 
“top management” meetings in each of the 12 Federal Reserve cities 
and in 15 of the largest branch cities. The chief executive officer of 
each of these firms will be invited to attend one of the meetings, at 
which he will be asked to conduct a companywide personal solicitation 
campaign among his employees. 


OTHER MARKETS 


The Division will continue to utilize its successful “community wide” 
approach to penetrate other markets—agriculture, eligible institutional 
investors, banking, and other financial institutions. The latter group 
is the largest sales outlet for E and H bonds. The approach to these 
important issuing agents will focus on expansion of direct mail letters 
from bank officials to their depositors recommending investment in E 
and H bonds, and increased bond advertising sponsored by banks and 
other financial institutions. 


SAVINGS STAMP PROGRAM 


Stamp sales promotion widened in the past year. The stamp pro- 
gram brings the total savings bonds program within range of students 
and their families. Purchases of the new 25-cent stamp (the denomi- 
nation especially promoted in schools) are at a record peacetime high. 
In 1959, they were 5 percent above the previous year, while 50-cent 
stamp sales were re 3 percent. 

The Division will continue to beam all stamp promotion efforts to the 


Nation’s schoolchildren and their parents. The women’s organiza- 
tions are the prime leaders of this undertaking. 
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RETENTION OF MATURED E BONDS 


Throughout 1959, the retention value of series E-bonds after their 
original maturity continued at more than 55 percent of original ma- 
turity. From May 1951, when the first E-bonds started maturing, 
through December 1959 approximately $29 billion in E-bonds came 
due. The Division will intensify its efforts to encourage owners of 
maturing E-bonds to take advantage of the new terms and to hold 
their bonds for an additional 10-year period. 

To carry out the program we have outlined, the Division is request- 
ing $5,570,000 for Gell ae 1961, compared with $5,500,000 for fiscal 
year 1960. The increase of $70,000 requested consists of $40,000 to 
cover the estimated net cost of within grade promotions which is man- 
datory by law and $30,000 to cover the Government’s share of the costs 
of providing employee health benefits in accordance with the Federal 
Employee Health Benefits Act of 1959. 

It is possible to maintain this program at a relatively low overall cost 
because of (1) the tremendous contributions of the volunteer corps 
made up of thousands of patriotic, public-spirited men and women who 
donate their time, their energy and their influence to selling savings 
bonds, and (2) the significant amount of donated advertising space and 
time it receives in newspapers, magazines, billboards, radio and tele- 
vision, and other forms of publicity and advertising media in support 
of the savings bonds program. Annually, the donated time and space 
in all advertising media amounts to over $50 million, 


SALES AND REDEMPTIONS OF E AND H BONDS 


We have a few charts showing the current E and H bond sales and 
redemption picture. With your permission, we should like to show 
them to you. 

Miss FitzGerald, Chief of Market Analysis of the Savings Bond 
Division, will present the charts. 

Miss FitzGerald. 

Miss FrrzGrraup. Chart 1. This is the E and H bond sales and 
redemption picture of the past 5 years. 

In 1955 and 1956, cash sales were at post-World War II peaks, 
amounting to more than $5 billion a year. As the interest rate pic- 
ture changed, with returns on other forms of savings generally trend- 
ing upward, sales decreased and redemptions increased. 
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During 1958, sales improved and were 4 percent more than those 
in 1957. In 1959, pressures of rising interest rates again caused sales 
to trend F che and redemptions to rise. Cash sales during the 
year totaled $4.3 billion, 7.9 percent below 1958’s. In the final quarter 
of the year, however, there was quite an improvement. While sales 
for the full year were off 7.9 percent, during the January—September 
period, they were off 10 percent, compared with year previous levels. 

During 1959, the accumulation of interest on outstanding E bonds 
amounted to $1.2 billion. So, cash sales plus accruals amounted to 
$5.5 billion. On the other hand, redemptions of matured and un- 
matured E and H bonds were about the same amount, $5.5 billion. 
In fact, at the close of 1959, the cash value of E and H bonds out- 
standing was $30 million below the 1958 yearend total. 
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Miss FrrzGrratp. Chart 2. This chart shows the sales and redemp- 
tions, including accrued interest, of the past 214 years (since July 
1957) plotted by months. 

The blue and red areas show the net investment. Every month 
from November 1957 through March 1959 cash sales, plus accrued 
interest, exceeded the amount paid out. So the cash value of E and 
H bonds outstanding increased every month of that period. However. 
in April 1959 and continuing through October, redemptions exceed 
cash sales plus accrued interest by about $300 million. In the last 
2 months, there has been a turnaround—in November the sales excess 
was $31 million and in December $42 million. 
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Miss FrrzGeratp. Chart 3. This chart shows the sales trend by 
denominations. The lower section shows sales of the small-sized 
bonds. Purchases of these small bonds—the $25’s, $50’s, $100’s, and 
$200’s—-have held at high levels throughout 1959, despite the overall 
sales decline. 

Intensive payroll savings campaigns conducted by a large number 
of the Nation’s largest employers and communitywide “share in 
America” promotions helped substantially to keep the purchases of the 
small bonds at high levels, 

On the other hand, sales of the larger denomination E and H bonds 
($500 and over) shown in the upper section were affected quite a good 
deal by the competition of high-yielding investments. 

Chart 4. This chart shows the growth of the E and H sales pro- 
gram. The cash value of bonds held increased by $8 billion during 
the past 8 years. At the close of calendar year 1959, outstanding 
bonds of the two series had a cash value of $42.6 billion, $30 million 
lower than a year earlier. More than $17 billion of the $42.6 billion 
was held in E bonds over 10 years of age. These are the bonds people 
are holding after maturity under the automatic extension program. 
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In terms of pieces, the $42.6 billion volume outstanding represents 
over 450 million separate pieces of bonds, of which more than 150 
million pieces have passed original maturity dates. ! 

The right-hand part of the chart shows the proportion of the public 
debt held in E and H bonds—5 years ago, at the 1954 yearend, when 
the debt was $279 billion, 13.7 percent was held in E and H bonds. 
At the 1959 yearend, with a debt of $291 billion, the percentage was 
14.6 percent. 

ESTIMATE OF INCREASE IN SALES FOR 1961 


Mr. Gary. You are estimating, I believe, an increase in 1961; is 
that correct, Mr. McDonald ? 

Mr. McDonatp. Yes; an estimate of about a $300 million sales in- 
crease. That is our goal, and that is what we are shooting for. 


SERVICES VOLUNTEERED ON BEHALF OF SALES PROGRAM 


Mr. Gary. Have you ever estimated the value of the free vol- 
unteer services that are given by artists and advertisers and others to 
this program annually ¢ 

Mr. McDona.p. No, sir; we have not made a complete estimate. We 
do make estimates of contributed advertising, and based on the clip- 
ping service and on the reports we have received from the various 
media, contributed advertising has been running in excess of $50 mil- 
lion each year for several years. That is the contribution in advertis- 
ing support. 

The dollar value of volunteered services we have not estimated be- 
cause it would be extremely difficult to do so. We know it is tremen- 
dous. We have something over 500,000 people who volunteer their 
services during the year in one way or another. We have somethin 
like 25,000 people who devote considerable time to the program on 
are a part of. our permanent volunteer organiaztion. 

Mr. Gary. How about television and radio? Is that included in 
your estimate of $50 million for advertising ? 

Mr. McDonatp. That is radio, television, newspapers, magazines, 
outdoor billboards, and transportation advertising. 

ae Does that include the cost of the talent on the TV 
shows 

Mr. McDona.p. No; that is only the cost of the time or the space;: 
what they would charge commercial sponsors for the space or the time,. 
devoted to savings bonds. 

Mr. Gary. It would not include the program ? 

_Mr. McDona.p. It would not; only what they would pay for the: 
time or the space. 

Mr. Gary. Some of these programs would be very costly? 

Mr. McDonatp. Yes; they would. 


EXPENSES PAID FOR VOLUNTEERS 


Mr. Gary. What travel expenses are allowed by other agencies of 
the Government for travel comparable to that performed by the Sav- 
ings Bond Division ? 

Mr. McDonaxp. Are you referring to travel expenses for volun- 
teers, other than employees? 
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Mr. Gary. Yes. 
Mr. McDona.p. I am not sure. I know that the Treasury does have 
authority to do it. Just what the other agencies do I am not sure. 
I know in the Department of Defense and the Department of State 
they have some such travel for which they pay expenses, but I am not 
familiar with their procedures. We have been doing it under limited 
conditions. We pay the expenses of our State chairmen and other 
key volunteers when we call them in to Washington or elsewhere for a 
meeting, which we do oncea year or so. Some volunteers do not claim 
it. We offer to pay their expenses at the rate of $15 per diem au- 
thorized by law for volunteers and the transportation expenses, but 
nothing else. For reasons of economy we do that to a very limited 
extent. 

Mr. Gary. Do you have a request for additional personnel in 1961 
over 1960? 
Mr. McDonatp. We do not. 


HOLDINGS OF SAVINGS BONDS 


Mr. Canrievp. In your presentation you emphasize savings bonds 
are widely held. I think in prior testimony before this committee you 
have indicated how they are held as to groupings of our people. 

Do you perchance have something to tell us on that now? 

Mr. McDona.p. I would like to have Mr. Saunders answer that. 

Mr. Saunpers. We do not have anything very specific, sir, to go on 
as to the type of holder. There have been some estimates in the past, 
but estimating individual ownership, which this primarily “is, of a 
security of any kind, or their holdings of any liquid assets, is quite 
difficult. This is a problem that has been bothering statisticians and 
economists for years. We have pretty good ideas as to the global 
total of lots of these saving media, and, of course, perfect knowledge 
of the amount of savings bonds outstanding. But to break it down 
by income class, or by type of holder, is rather difficult to do, and the 
estimates would not be truly reliable. 

Let us insert something in the record on that for you. 

(The requested information follows :) 

Total savings bonds outstanding of all series was $48.6 billion on December 
31, 1959. Of this amount we estimate that $46.0 billion were held by millions 
of individuals. We have no reliable estimates of the breakdown of this “indi- 
vidual” category by income class or occupation except that Department of 
Agriculture figures for recent years indicate that the agricultural sector of our 
economy probably holds somewhat over $5 billion in savings bonds. 

The following table from the Federal Reserve Board’s survey of consumer 


finances does not give the amount held, but it does show the percentages of 
spending units in various income groups which hold savings bonds. 
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U.S. savings bonds within income groups, early 1959 


(Percentage distribution of spending units] 





Amount of savings bond holdings 








Spending units by income group All 
$1 to | $200 to | $500 to | $1,000 | $2,000 | cases 
Zero $199 $499 $999 to and 
$1,999 | over 
All apending unite. ...............0.--: 73 10 5 3 4 5 100 








1958 money income before taxes: 


90 4 2 2 (1) 2 100 
87 6 3 2 1 2 100 
84 7 1 2 2 4 100 
80 8 4 1 2 4 100 
75 i 5 4 2 3 100 
70 Bt 8 2 6 2 100 
64 18 5 6 4 3 100 
58 15 9 5 7 6 100 
51 ll 8 6 8 17 100 





























1 No cases reported or less than }% of 1 percent. 
NortEe.—Details may not add to totals because of rounding. 


PAYROLL SAVINGS PLAN 


Mr. Canrievp. Mr. McDonald, with reference to payroll savings, 
what is the situation on Capitol Hill regarding that program ? 

Mr. McDonatp. We do have the plan in up here. The rate of 
aenbig 5 woig is not quite up to expectations but it is improving. We 
1ave hopes of improving it. I would like to have Mr. Rustad com- 
ment on that a little more. He is our Director of Sales. 

Mr. Rustap. Perhaps you are aware that 57 percent of all Gov- 
ernment employees participate in the Government payroll savings 
plan. Here among the House employees, the plan is in effect. It was 
put in effect about 2 years ago, as you may recall. At that time an 
woe campaign was put on and about 10-percent participation re- 
sulted. 

Now we are starting in May of this year another campaign, Gov- 
ernment-wide, and we would anticipate that there would be another 
strong campaign and perhaps it would build up a great deal the par- 
ticipation in the House. 

The Senate is the one remaining place in Government that we do 
not have the payroll savings plan in effect. We have had some obsta- 
cles to overcome. We hope that we can make some progress this 
year. 

Mr. Gary. I think the small percentage in the House is probably 
due to the fact that a good many of the Members prefer to deal with 
their home institutions. I know that I buy savings bonds regularly, 
and have been doing so for years, but I always buy them in my home 
town, Richmond, through the local banks, rather than under the pay- 
roll savings plan here in the House. 


SAVINGS STAMP PROGRAM 


Mr. Canrietp. Mr. McDonald, Ben Franklin had a birthday on 
January 17. I think if he were with us today he would most cer- 
tainly approve your savings stamps program in the schools of the 
United States. He, of course, taught and practiced thrift. I think 
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that you have given us a very good example of how youngsters of our 
country are measuring up in neh jyrg ; 

In this period that you described here, the so-called recession period, 
schoolchildren were still making good and coming through; were 
they not ? 

Mr. McDonatp. In many instances; yes. 


EXPENSES PAID FOR VOLUNTEERS 


Mr. Canrietp. The chairman asked you a few minutes ago about 
travel expenses for volunteers, and you told us about your per diem 
for your State chiefs; is that right ? 

Mr. McDona.p. State chairmen. 

Mr. Canrtevp. That does not extend to other volunteers, or does it? 

Mr. McDona.p. To a very limited extent. In certain instances we 
have some key volunteers that come to a meeting within a State, an 
important meeting, and in some instances do pay their expenses when 
it is necessary; when they feel they should be compensated for it, and 
it is a considerable out-of-the-pocket expense to them. 


SAVINGS BOND SALES 


Mr. Canriexp. Insofar as your State chairmen are concerned, Mr. 
McDonald, may I say this—Members of Congress are intensely inter- 
ested in this program, especially the members of this committee, and 
I think that it should be a matter of policy on the part of your State 
chairmen when they can to advise Members of Congress within their 
States of their special programs. 

The Post Office Department is doing a tremendous job in its com- 
memorative stamps. Recently there was an issuance of an American 
credo stamp designed to promote good will between our Nation and 
foreign nations. The stamps are multicolored and really beautiful. 
The material you are getting out now is equally fine, I believe, and 
certainly designed to point out to Americans, young and old, how 
important it is, first, to save; and second, to make a distinct contri- 
bution to the welfare of our country. I want to repeat my com- 
mendation. 

Mr. McDonap. Thank you. 


PUNCHCARD BONDS 


Mr. Gary. Mr. Kilby, maybe it would be well to ask you this ques- 
tion: How is your new bond program working out with the use of 
punchcard bonds ? 

Mr. Kirpy. That is working out very well, Mr. Chairman. As you 
know, we went over to the card bond on October 1, 1957, so we have 
had over 2 years’ experience with it. If we can only get a little money 
ahead so that we can make some inroads on our backlog, I think we 
would have a pretty fine mechanism. 

We are still somewhat behind, of course, because we have had to 
curtail some of our services we were using to make up the backlog. 

Mr. Gary. You save considerable sums of money ? 

Mr. Kirsy. We think even now we can demonstrate savings, and 
we hope in another year or so perhaps we will be able to show more 
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than we have already. We know, for instance, we initially saved 
about $500,000 a year in the production cost of the card bond as 
against the paper bond. We hope we will add another $500,000 to 
that when we get caught up. 

Mr. Gary. inte was some question about the security of those 
bonds, as to whether they would be more susceptible to forgery. 
Have you had any difficulty along that line? 

Mr. Kirsy. No, sir, we definitely have not. 

Mr. Gary. And counterfeiting. 

Mr. Kirsy. I think the apprehension has come more from the plate 
printers, who are afraid we are encroaching on their preserves some- 
what. 

Mr. Gary. You have not seen any evidence of counterfeiting at all? 

Mr. Kirpy. No, sir; not a single instance. 

Mr. Gary. Thank you very much. 
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THuRsDAY, JANUARY 28, 1960. 


BUREAU OF THE MINT 


SALARIES AND EXPENSES 


WITNESSES 


WILLIAM H. BRETT, DIRECTOR OF THE MINT 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
FREDERICK W. TATE, CHIEF ACCOUNTANT 
BEN C. HOLLYFIELD, ASSISTANT CHIEF ACCOUNTANT 


Program and financing 




































1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
Direct program: 
Operating costs: 
1. Manufacture of coins (domestic). ___--_------- $1, 764, 269 $2, 100, 000 $2, 341, 000 
2. Processing deposits and issues of monetary 
EEE 996, 523 1, 003, 000 1, 189, 000 
3. Protection of monetary metals and coins--_-._- 776, 284 780, 000 788, 000 
4. Refining gold and silver bullion._.__._- ‘ 470, 478 475, 000 479, 000 
eee 141, 184 140, 000 141,000 
Total direct operating program costs___..._-- 4, 148, 738 4, 498, 000 4, 938, 000 
Capital outlay: 
6. Replacement of equipment_-_..........--..----- 183, 643 102, 000 100, 000 
Total direct program costs_-.--_.....-..------- 4, 332, 381 4, 600, 000 5, 038, 000 
Reimbursable program: 
1. Manufacture of coins (foreign) _____................. 910, 545 1, 103, 000 970, 000 
7. Miscellaneous services to other accounts____-.---.-- 483, 485 237,000 30, 000 
Total reimbursable program costs__..........---- 1, 394, 030 1, 340, 000 1, 000, 000 
ci EE a 5, 726, 411 5, 940, 000 6, 038, 000 
8. Relation of costs to obligations: Costs financed 
from obligations of other years, net (—)__.......-- NEE Bik Gk Kaniaancenicmaisednanead 
Total program (obligations)_...............---- 5, 684, 621 5, 940, 000 6, 038, 000 
Financing: 
Advances and reimbursements from— 
Eile NS AES aee —483, 485 — 237,000 —30, 000 
Non-Federal sources: 
tec a ee —641, 231 —736, 000 —550, 000 
1) OES aes — 269, 314 —367, 000 —420, 000 
Unobligated balance no longer available - -_ - 4 SRS ARSE cea 
Appropriation (new obligational authority) _..........- 4, 300, 000 4, 600, 000 5, 038, 000 














NotTe.—Reimbursements from non-Federal sources above are receipts from foreign coinage (31 U.S.C. 
367 (Jan. 29, 1874, 18 Stat. 6)); proceeds from sale of medals and proof coins (31 U.S.C. 369 (as amended 


May 10, 1950, 64 Stat. 157)); and proceeds from the sale of personal property (40 U.S.C. 481(¢)). 
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Object classification 









































1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent-positions..-_..............----.-- 805 797 824 
Average number of all employees. - -_-..--....-...-.-.---.---- 789 781 808 
Number of employees at end of year. _..-........-.----------- 758 780 205 
Awerege G6 grade and eilary .. ......... 22.5.2 6.6 $5,797 | 6.7 $5,869 | 6.7 $5,937 
Average salary of ungraded positions..._--..........--..---- $5, 040 $5, 104 $5, 101 
Personal service obligations: 
IN IND oo os cee wcienoncadsanupeadcuccken $4, 161, 953 $4, 223, 000 $4, 381, 000 
RPEUNE NINE WUE OI gris ow na nnn dep eccc sce dasncons se 183, 903 424, 000 221, 000 
Total personal service obligations.-.................-..-- 4, 345, 856 4, 647, 000 4, 602, 000 
Direct program: 
ee Ns ini ccc ann candd connsuevcukussuewger 3, 316, 773 3, 627, 300 3, 853, 200 
Sls nds ciinkcaas matchastnonwdasadancnncandingssdne 32, 799 32, 800 32, 800 
03 Transportation of things. ........................-..-- 6,175 6, 500 126, 500 
04 Communication services. .<.............-......-...... 18, 163 18, 500 500 
05 Rents and utility services........................... 226, 946 243, 000 256, 200 
06 Printing and reproduction.....................-.-.... 6, 787 6, 800 3, 800 
07 Other contractual services oR an ca tatcc aurea 33, 428 33, 400 71, 500 
Services performed by other agencies... ......-__. 4, 957 5, 000 5, 000 
ee eae eee 307, 072 , 000 320, 300 
Teen ass win a dnkn ce Shanna RNa 102, 97. 102, 000 100, 000 
11 Grants, subsidies, and contributions. -__.............-- 203, 718 209, 500 236, 000 
13 Refunds, awards, and indemnities---__.-.......-.-.-- 29, 684 10, 000 10, 000 
|e a ee et eee ee oe 1,116 1, 200 1, 200 
Total direct obligations.................-.--.<+.<.2- 4, 290, 591 4, 600, 000 5, 038, 000 
Reimbursable program: 
St, ST PI il ceicenanienscdeesausmenshwaderum 1, 029, 083 1, 019, 700 748, 800 
> Fs neg s coksewc ply endeencscs snconvawencwwanenens 7, 212 3, 200 2, 200 
03 Transportation of things..-...-_-.-- 37, 681 46, 500 32, 500 
04 Communication services......................--....-. 10, 454 13, 500 9, 500 
05 Rents and utility services........................... : 57, 405 58, 000 44, 800 
06 Printing and reproduction ..--................--....-.. 2, 432 3, 200 2, 200 
07 Other contractual services. .-.-_................-..-...- 9, 709 9, 600 7, 500 
OS CIES BG TNs = sn ooo - on sess icc ctoweess 77, 673 78, 000 60, 700 
Oe nn am ne Dk Gtin die ames dee dniscnnclantandwenalets 72, 692 50, 000 50, 000 
11 Grants, subsidies, and contributions.__..........-.... 51, 529 54, 500 39, 000 
13 Refunds, awards, and indemnities-_--._...-..-----.-- SED Wie stnutdncaccslenttdesccdsiun 
i i Ee 4, 753 3, 800 2, 800 
Total reimbursable obligations..._............-.---- 1, 394, 030 1, 340, 000 1, 000, 000 
RT OND ah oon ccs na ceewa das aecattensenass 5, 684, 621 5, 940, 000 6, 038, 009 











Mr. Gary. The committee will come to order. 
We will consider this afternoon the estimates for the Bureau of the 
Mint. 


COMPARISON OF 1960 AND 1961 BUDGETS 


The appropriation for 1960 was $4,300,000, and, in addition, there 
was a $300,000 appropriation in the Mutual Security Appropriation 
Act of 1960, Public Law 86-303. 

The estimate for 1961 is $5,038,000. That is $738,000 over the 
original appropriation for 1960 and $438,000 over the appropriation 
for 1960 including the supplemental. 


JUSTIFICATION MATERIAL 


_ We will place at this point in the record pages 1 through 4 of the 
justifications. 
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(The pages follow :) 
Analysis of appropriation base for fiscal year 1961 
Regular appropriation, 1960 act $4, 300, 000 
Supplemental appropriation for 1960 300, 
Total appropriation, 1960 4, 600, 000 
Reductions : 
Activity No. 1, “Manufacture of coins (domestic)”_-~-_- $15, 000 
Equipment acquisitions 2, 000 
Subtotal — 17, 000 
Additions: Activity No. 1, “Manufacture of coins (domes- 
tic)” = 15, 000 
Adjustment in base (net) —2, 000 
Appropriation base for 1961___--- ns 4, 598, 000 
Increase over appropriation base for 1961 440, 
Appropriation estimate for 1961 5, 088, 000 
Increase or decrease from total appropriation, 1960. 438, 000 





Comparison of appropriation base with appropriation estimate for 1961 


























Appropriation base Appropriation esti- Increase (+-) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
1, Manufacture of coins (domestic) -. 255 | $2,100,000 318 | $2,341,000 +63 |} +$241,000 
2. Processing deposits and issues of 
monctary metals and coins. ---- 148 1, 003, 000 156 | 1,189,000 +8 +186, 000 
3. Protection of monetary metals 
natin ohn akeadanee 130 780, 000 130 , > | = +8, 000 
4. Refining gold and silver bullion.. 67 475, 000 67 479, G00 |......---- +4, 000 
5. Executive direction............-- 10 140, 000 10 ie  ) ae +1, 000 
Equipment acquisitions and net 
change in selected resources. -.....|-.-------- ) | oe OD Rig‘ rentadineatacicone 
Lees. ocanenbda cneene 610 | 4,598, 000 681 | 5,038,000 +71 440, 000 
itjustmant in base (met)...-..-.--- saa eat ' |; =e ql -ntbewiinnatiheininnmela —2, 000 
Total appropriation 1960 and 
appropriation estimate for 
UE ae etiinninncngresausant 610 | 4,600,000 681 | 5,038,000 71 438, 000 














SALARIES AND EXPENSES 
GENERAL STATEMENT 


The appropriation for the Bureau of the Mint finances the manufacture of 
coins; the receipt of deposits of gold and silver bullion; the safeguarding of 
the Government's holdings of monetary metals, including coins in processing 
stages until finished and issued; and the refining of gold and silver bullion. 
Coinage mints are located at Philadelphia, Denver, and San Francisco (this 
office is now being operated as an assay office and bullion depository only) ; 
and an assay office is at New York. A gold bullion depository is located at Fort 
Knox; and a silver bullion depository, which operates as an adjunct of the 
New York Assay Office, is at West Point. 

The mint’s budget is presented on an accrued cost basis, reconciled in total 
with obligations, in order to correctly report the actual cost of the manufactur- 
ing type operations. Costs are applied on the basis of actual use of resources 
for the various activities, and full consideration is given to changes in stores, 
work-in-process inventories, and other pertinent asset and liability accounts. 
Mint revenues are deposited into the General Fund of the Treasury, and an 
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annual appropriation is requested for operating expenses. Revenues for the 
fiscal year 1961 are estimated at $52,053,595 compared with the appropriation 
of $5,038,000 requested for that year. 


LANGUAGE CHANGES 


A change in the language of this appropriation is requested to remove 
authority contained in the 1960 act for the purchase of one passenger motor 
vehicle. 


Analysis of appropriation base 



































Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 
1. Manufacture of coins (domestic) -- 255 | $2,100, 000 15, 000 eg ee meee Se Sry etry em 
2. Processing deposits and issues of 
monetary metals and coins- - --- TOT” TAI Te ccna rina abncneces dadiededesesadtiawenecnndel 
3. Protection of monetary metals 
RE cide ecg in <as-95 tn 130 | SEASRERSRA SRS RED ERP eee 
4. Refining gold and silver bullion -- 67 OO | ae: SRS SS Sees 
5. Executive direction - ........-.-.- 10 | ee are! Ses Seer 
Equipment acquisitions and net 
change in selected resources. --..--|---------- 102, 000 ee ce ae —$2, 000 
Wi cdebncdn yl ctdndnnddseduy 610 | 4,600,000 17,000 | ae —2, 000 
Reductions: 
1. Activity No. 1, Manufacture of coins (domestic) $15, 000 





There will be one less working day in fiscal year 1961 than 
in 1960. While the reduction is applicable to all activities, 
it is shown for the coinage activity, for purposes of simplifi- 
cation. 
2. Equipment acquisitions 2, 000 
A replacement station wagon will be purchased in fiscal 
1960; an additional replacement will not be required in 1961. 


Total reductions 17, 000 
Additions: —= 


1. Activity No. 1, Manufacture of coins (domestic) 15, 000 
It will be necessary to increase production through over- 
time, to offset the loss in production caused by having 1 

















less day in fiscal 1961. 
Total additions 15, 000 
Total, net change in base —2, 000 





Detailed explanation of estimates by activity 


1. Manufacture of coins (domestic) : 
Appropriation base for 1961 $2, 100, 000 
Budget estimate for 1961 2, 341 








’ 


Increase over base. 241, 000 


The manufacture of domestic coinage is the major activity of the Bureau of 
the Mint. Coins are ordered from the Mint by the Federal Reserve banks in 
quantities required for the country’s business transactions, and the volume of 
the coinage program is therefore determined by the public need for coins. 

Coinare production during the fiscal year 1959 amounted to 1,571 million 
pieces with total manufacturing cost of $1,764,269. That production represented 
a decrease of 439 million pieces below the 1958 output, when 2,010 million 
pieces were produced. Shipments to the banks were comparatively low during 
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the first 2 months of the year; however, the demand accelerated rapidly begin- 
ning in September, and continued at a high rate throughout the remainder of 
the year. Shipments to the banks were greater during the period January to 
June than during the corresponding period in any recent year. In order to 
maintain production at as high a level as possible during the latter part of the 
year, approximately 80 million blanks were shipped from Denver to Philadelphia 
to be finished into coins. 

The demand for coins was greater than production during the year, and a total 
of 1,721 million coins were delivered to the banks. The inventory of finished 
coins in the Mint was reduced from 238 million coins on June 30, 1958, to 88 
million coins on June 30, 1959. 

Mr. Gary. We have the Director of the Mint, Mr. William H. Brett, 
before us, and we will be very glad to hear from you at this time, Mr. 
Brett. 

GENERAL STATEMENT 


Mr. Brerr. Mr. Chairman and members of the committee, the 
activities of the Bureau of the Mint include the manufacture of coins; 
the receipt of deposits of gold and silver bullion; the safeguarding 
of the Government’s holdings of monetary metals and coins; and the 
refining of gold and silver bullion. The present mint organization 
consists of coinage mints located at Philadelphia and Denver; the 
former San Francisco mint which is now being operated as an assay 
office and bullion depository ; an assay office at New York City ; bullion 
depositories at Fort Knox and West Point; and the Office of the Di- 
rector in Washington. 

The appropriation requested for operation of the several mint 
offices during the fiscal year 1961 amounts to $5,038,000, which is an 
increase of $438,000 over the amount appropriated for fiseal 1960. 
The additional amount requested is for increased coinage production, 
the transfer of silver bullion from San Francisco to the Denver Mint, 
and the Government’s share of the cost of employee health benefits. 

Pay increases have been given to the mint’s “blue collar” workers 
each year, for the past several years. Wage surveys now in process 
indicate that the cost of the resulting wage increases will amount to 
approximately $75,000 in fiscal 1961. No provision is made in the 
appropriation requested to cover that cost. Every effort will be made 
to absorb these increases in 1961 without asking for additional funds. 


COINAGE PROGRAM 


Production of domestic coins is the major activity of themint. The 
demand for coins has been very active during the past year, and large 
quantities of coins have been requisitioned from the mints. Coins 
are shipped from the mints to the Federal Reserve banks and branches 
upon receipt of orders from the banks, and the volume of the coinage 
program is therefore determined by the public requirements for coins. 

The demand for coins increased greatly during the latter part of 
the fiscal year 1959. Production during that fiscal year amounted to 
1,571 million pieces, and 1,721 million coins were delivered to the 
banks. The inventory of finished coins in the mint amounted to 88 
million pieces at the end of the fiscal year 1959. 

Early in fiscal year 1960, it became apparent that funds included in 
our appropriation for the manufacture of coins would not be sufficient 
to produce the quantities of coins required to meet the demand. A 
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supplemental appropriation of $300,000. was requested, and approved, 
for the purpose of increasing coin production. Production has been 
increased by the use of overtime operations at both the Philadelphia 
and Denver Mints, and in addition, approximately 42 million blanks 
were shipped from Denver to Philadelphia to be finished into coins. 
The coinage program for the fiscal year 1960, as presented in the 1961 
budget, including the supplemental appropriation, calls for produc- 
tion of a total of 1,900 million coins during that year. 

Because of the high demand, the mints concentrated heavily on 
roduction of domestic coins during the first half of the fiscal year; 
owever, we have made firm commitments for substantial quantities 

of foreign coins, which must be produced during the second half of 
the fiscal year. Practically all production at Philadelphia will be on 
foreign coins during the second half of the year, with very limited 
production of domestic coins at that mint. Also because of the heavy 
demand for coins, the refinery at the Denver mint has not been opened 
during the current fiscal year. Funds which were appropriated for 
that purpose, and all available personnel at that plant, have been 
utilized in the production of coins. 

The appropriation under consideration for the fiscal year 1961 con- 
templates production of 2 billion coins at a cost of $2,341,000. It is 
expected that the entire quantity of coins will be produced without 
extensive overtime operations, and that the proportion of coins pro- 
duced at the Philadelphia mint will be increased from 24 to 33 per- 
cent of the total, since that mint is located in the area which requires 
the greatest percentage of coins. 


OTHER ACTIVITIES 


Deposits: Stocks of silver bullion available for the manufacture of 
coins at the Denver mint will be practically exhausted by the end of 
the fiscal year 1960, and in order to continue production of silver coins 
at that mint, it will be necessary to ship substantial quantities of silver 
from San Francisco to Denver. The increase requested for the de- 
posits activity is primarily for the shipment of approximately 50 mil- 
lion. fine ounces (1,700 tons). 

Protection: No significant changes are contemplated for the protec- 
tion activity. A small increase is requested to cover the cost of em- 
ployee health benefits. The other activities also have small increases 
for this item. 

Refinery: At the time that our appropriation request for the fiscal 
year 1960 was presented to you, it was a that electrolytic 
refinery operations would be conducted at both New York and Denver 
during that year. The appropriation —— for the mint included 
funds for operation of both refineries; however, due to the extremely 
heavy coin demand, the reopening of the refinery at Denver has been 
postponed, and all facilities at that plant have been utilized in the 
production of coins. 

The budget request provides for operation of the refineries at the 
New York and Denver plants in fiscal year 1961. 
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MANAGEMENT IMPROVEMENT PROGRAM 


An active management program is vigorously pursued in the Mint, 
and a continuing search is made by management committees in each 
of our large offices, and by special surveys of operations, for more 
efficient methods and procedures. Representative management ac- 
tions are as follows: 

The modernized production equipment which was installed at the 
Philadelphia mint 4 been operating satisfactorily. A recent fur- 
ther improvement was an increase in the capacity of the breakdown 
rolling mill, made by installing new housings and using larger rolls, 
and by lengthening the feed table to permit rolling to a thinner gage 
at that pomt. Annual savings are estimated at $10,000. 

At the Denver Mint, two smelting furnaces were converted to 175 
kilowatt, from the 125 kilowatt previously used, shortening the melt- 
ae cycle. The increase in production resulted in annual savings of 

15,000. 

Additional items include installation of larger pinion gears on coin 
presses at Philadelphia, mechanization of uncurrent coin processing at 
Denver, and an improved, lower cost sweeps bag at New York. Spe- 
cific dollar savings have not been attributed to these minor items; how- 
ever, each improvement of this nature is important to our continuing 
effort to hold costs down. Savings have partially offset increased 
costs of wages and supplies. 

It is a pleasure to appear again before this committee and present 
the program for the Bureau of the Mint. We shall be happy to 
answer any questions on our program which you may have. 


PHILADELPHIA MINT 


Mr. Gary. Mr. Brett, have you completed your construction work on 
the Philadelphia Mint ¢ 
Mr. Brerr. We have completed all that we specifically started out to 
do. Now we are making further changes, and we are going to have to 
carry on one definite program, and that is the improvement of the 
annealing operations during the rolling operations. We have that old 
furnace up there that is not doing a satisfactory job. However, with 
that new set of three mills as we have it set up, we are uncertain yet as 
to how much annealing we are going to have to do in the slab operation 
and in the coil operation. We are gradually reducing the necessity for 
annealing so that we are not ready at the present time to lay out tech- 
nically exactly what we are going to want, but the annealing is very 
inadequate as it stands today. 
There are other material-handling improvements that should be 
—, but substantially we have accomplished what we started out to 
O. 
COMPARATIVE COSTS IN PHILADELPHIA AND DENVER MINTS 


Mr. Gary. How does your cost now in the Philadelphia Mint com- 
pare with your cost in the Denver Mint? 

Mr. Brerr. We have prepared cost figures to show that Denver is 
still producing at a lower cost, and will permanently produce at a 
lower cost, than Philadelphia. We have always represented that our 
hope for Philadelphia was that on a delivered cost basis in the areas 
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that are fed by Philadelphia we would better or equal our delivered 
cost from Denver. But we do not anticipate that our unit cost purely 
on conversion at Philadelphia will noel ie Denver operation. 

We are not satisfied yet with the results obtained at Philadelphia, 
but the Philadelphia operation has been interrupted so that we do not 
get the runs at Philadelphia we do in Denver. Right now we are 
running Philadelphia entirely on foreign coins, whereas Denver will 
set up and run a program for 6 months. If we put the Philadelphia 
program into Denver, our Denver costs would go up. 

But we are pretty well satisfied that we justified the amount of 
money we put in equipment in Philadelphia. 

Mr. Gary. What is the difference in size of ingots in use at the Phil- 
—? Mint as compared to the Denver Mint? 

r. Brerr. 200 to 250 pounds in Philadelphia; 450 to 457 pounds 
in Denver. 

Mr. Howarp. In Denver the ingots are 60 inches long, 134 inches 
thick and 12 inches wide. In Philadelphia they are 60 inches long, 
11% inches thick, and 9 inches wide. 

In Denver the copper and nickel ingots weigh 420, and the silver 
ingots 470 or 480. 

In Philadelphia the ingots weigh from 200-something up to 300- 
something. 

Mr. Gary. One of your improvements was to increase the size of the 
ingots at Philadelphia, is that correct ? 

lee. Bretr. The old Philadelphia ingot was about 30 pounds. 

Mr. Gary. And the improved machine ou put in has tremen- 
dously increased the capacity of the Philadelp ia Mint? 

Mr. Brerr. Yes. 

Mr. Gary. And decreased the operating costs ? 

Mr. Brerr. Yes. 

Mr. Howarp. Mr. Chairman, you will recall I came here—Mr. 
Brett was out of town, I believe—and I justified that equipment. It 
was not new equipment. We did over our old equipment. We did 
add some new handling equipment. I believe most of you gentleman 
have been there since we started putting it in, and I think you realize 
we had to resort to all sorts of maneuvering to get it into the building. 
You remember we had to go outside and then come back in. 

Mr. Gary. Yes. I remember that very vividly. 

Mr. Howarp. And we pointed out we could not do too much in 
that building, we could not bring it up to the Denver setup. I think 
it is an irony of fate that we had an operation relatively efficient in 
Denver and that we could not go to an operation in Philadelphia that 
was that efficient, but you will recall time and again when we had 
talked about a new mint in Philadelphia we ran into difficulties. 

What it sums up to is that we have made the best we could out of a 
bad operation, but it is not as efficient as our Denver operation. To- 
day I think if we were starting over we could improve on our Denver 
setup some. 

INCREASE IN PRODUCTION OF COINS 


ant Gary. You are anticipating a large increase in production in 
Mr. Brerr. A large increase over what we have been doing. The 
last 6 months, the first half of this fiscal year, we have been produc- 
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ing coins at a terrific rate, much heavier than we are now, and we will 
return to that big production starting July 1. 

Mr. Howarp. We would be producing much heavier now than we 
are if we had the money. In the first 6 months we produced 1,593 
million coins. 

Mr. Pitti0on. What is that? 

Mr. Brerr. 1,593 million coins in the 6 months just completed. 

Mr. Howarp. Our demand has been very heavy, and it looks like 
the demand, particularly for 1-cent pieces, will remain heavy. Of 
course, if we continue to concentrate on 1-cent pieces, our production 
should run high. It doesn’t cost too much to make cents. Our pro- 
duction figures should run higher. 

In calendar year 1959—this is not the fiscal year—we manufactured 
in the last calendar year 2,433 million coins, weighing a total of 9,065.9 
tons, and we delivered 2,741 million coins, weighing 10,368.6 tons. 

After you gave us that $300,000 supplemental there were some 
days for quite a while that we were producing an average of 51% 
tons of finished coins a day. Our average for the year was 3814 tons 
of finished coins a day. As a country boy that “ton” impresses me, 
because even a ton of hay is a lot of hay. 


COIN INVENTORY 


Mr. Gary. How does your stockpile at the end of the year compare 
with your stockpile at the beginning of the year ? 

Mr. Howarp. On July 1, 1959, we had 88 million coins in inventory. 
We produced 1,593 million coins. That gave us 1,681 million, and we 
delivered 1,670 million. We had slightly over 11 million in inventory, 
which is practically no inventory. It is about 1 day’s production wait- 
ing to be shipped. 

Our inventories in the “Feds” are down compared to last year, and 
so are our inventories in the mints. 

On December 31 of last year we had 319 million coins in the mints 
and 579 million in the “Feds” making a total of 898 million. 

In 1959 we only had that 11 million in the mints and 443 million 
in the “Feds” or a total of 454 million, or a decrease from 1 year to 
the next of about 443 or 444 million. 

The demand is very heavy. We are out of certain denominations. 
Mr. Brett has a letter on his desk now, and I received a call today, 
that there was an ad in one of the banking magazines for 1-cent 
pieces. The demand is very heavy. 

Mr. Gary. What do you donc a safe inventory ? 

Mr. Brerr. Well, I think as the situation stands today, combining 
the Federal Reserve banks and the mints, if we had an inventory of 
500 to 750 million in the mints, which we do not have proper storage 
and handling facilities for at the present time, we could do a good job 
of ironing out the peaks and valleys in the demand; and in the Federal 
Reserve banks, 11% to 2 billion coins. 

Those inventories should drop very low during the holiday season, 
when the demand is heavy, and should pick up, but as a backlog 
inventory we should carry a good deal more coins, merely to enable 
us to take up the slack and run a better shop on an even keel. 
Mr. Gary. How much capacity do you have for stockpiling? 
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Mr. Brerr. It depends on the kind of coin you stock, and that has a 
direct relationship to our appropriation, because we can stock the half 
dollar and quarter in relatively small space, whereas with dimes and 1- 
cent pieces it costs almost as much to store them for a period of time 
and take them out as it does to manufacture them. So that the storage 
should be based on the best reserve in case of demand with relation to 
cost of manufacture and cost of storage. 

With some changes in Philadelphia, where we should store more 
coin, we could bait up facilities to carry probably 500 million coins 
without too much trobule. 


INCREASED DEMAND FOR PENNIES 


Mr. Gary. Did I understand you to say the largest demand is for 
pennies? 

Mr. Howarp. Yes. The past year and this year there is a terrific 
demand for pennies. Mr. Brett had word yesterday from Detroit 
that they put a sales tax on cigarettes. 

Mr. Brerr. That will increase the cost of a pack of cigarettes in 
vending machines from 30 cents to 32 cents. That means every pack 
of cigarettes in Michigan in vending machines has three 1-cent pieces 
in that cellophane wrapper. 

For example, the net outflow last year, the demand, was 2,874 mil- 
lion coins. Of that, 2,206 million were 1-cent pieces. As it stands 
today we are comfortable on everything except 1-cent pieces. 


CHANGE IN DESIGN OF THE 1-CENT PIECE 


Of course, there are other factors that enter into this 1-cent picture. 
There was a new 1-cent piece minted with a change in design. Rumors 
got out that the sculptor made a mistake and that the letter “o” in 
“United States of America” was a small “o”. That was artistic, but 
it was broadcast there was an error in the coin and that the Treasury 
Department was going to recall it and pay 50 cents or a dollar each 
to get them back. We still have them mailed back tous. We are sus- 
piclous—we cannot prove that—that a lot of people have hoarded 
that new Lincoln 1-cent piece with the Lincoln Memorial on the back of 
it. 

When you are talking about a total of 2,206 million pieces, it is 
hard for me to visualize that people hoarding that new cent had a big 
— but it would be the type of thing to throw in the top dresser 

rawer. 

As Dr. Howard said, we are under pressure today. I talked with 
one of the big banks in Michigan today. There is a man who ped- 
dles milk who says he cannot get 1-cent pieces. On the other hand, 
for us to step up production terrifically right now might result in our 
being knee deep in 1-cent pieces. 

Mr. Gary. Have you changed the design of the penny ? 

Mr. Brerr. We changed it January 1, 1959, but they will remain 
that way for 25 years now. Yes, we put the Lincoln Memorial on the 
back of that cent. 

Mr. Gary. But have you changed that “o” ? 

Mr. Brett. No. That is perfectly proper. There is nothing wrong 
with it at all. 
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Mr. Gary. It was intended to be a small “o” ? 

Mr. Brerr. Yes. 

Mr. Gary. And you are still issuing it with the small “o” ? 

Mr. Brett. Yes, and we intend to keep on. There is nothing wrong 
with it. 

Mr. Howarp. We have issued other coins with a small “o”—the 
Franklin half dollar and the dollar have a small “o” on them. It is 
just that they looked at that penny too closely. 

I heard a definition of money as “a poor man’s credit card.” I 
think the 1-cent piece may be the kid’s coin and they pay more atten- 
tion to it, and that is why they picked that up. I talked to a group of 
teenagers, friends of my daughter’s, 18- and 19-year-olds, and two of 
them told me they were saving the pennies because they knew there 
was a mistake onthem. The fact I was telling them there was no mis- 
take did not mean a thing to them. They were sure I was just trying 
to pull the wool over their eyes. 


INCREASED DEMAND FOR ALL TYPES OF COINS 


Mr. Brerr. Actually the whole demand was very definitely up last 
year. For example, I have the 5-year calendar-year figures in front 
of me. We put into circulation last year 2,874 million coins. The 
5-year average of the 5 years prior to that was only 1,424 million. 
Last year’s demand was twice the average of the previous 5 years. 
Of course business was good. 

Mr. Gary. What does your estimate provide for this year? 

Mr. Brerr. For 1961 ? 

Mr. Gary. Yes. 

Mr. Brett. 2 billion. 

Mr. Gary. Divided how? 

Mr. Brerr. Between the two mints? 

Mr. Gary. No, as to denominations. 

Mr. Brerr. You will find these on page 9 of the justifications: 1,450 
million 1-cent pieces; 195 million 5-cent pieces; 235 million 10-cent 
pieces ; 90 million 25-cent pieces ; 30 million 50-cent pieces. 

As you know, that is always purely a projection, and we kick that 
around to give the banks what they want. That is the best estimate 
we can make. 

And, of course, as the thing stands today, take our 1960 estimate of 
1,900 million, we have already produced 1,593 million in the first 6 
months of this year, and it is not enough as the thing stands today. 

Mr. Gary. We will insert the tables on page 9 of the justifications 
at this point in the record. 

(The tables follow :) 


Estimated domestic coinage, fiscal year 1960 





Number of Cost per 
Denomination pieces to be thousand Total cost 
produced Pieces 
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Estimated domestic coinage, fiscal year 1961 


























Number of Cost per 
Denomination pieces to be thousand Total cost 
produced pieces 
1 cent 1, 450, 000, 000 $0. 97 $1, 402, 000 
DRO . .nakitbaduukdanchnusnuneennsaxaiueee BS 195, 000, 000 1, 52 297, 000 
TN a tn a tte peciashaneheabnbaabkiakneuniamilaane 235, 000, 000 1.34 316, 000 
TB iictsedacsasdaess 90, 000, 000 2.19 197,000 
50 cents 30, 000, 000 4.30 129, 000 
Total 2, 000, 000, 000 |....---....-.- 2, 341,000 

















Mr. Gary. We will also insert the table on page 7 of the justifi- 
cations at this point in the record. 
(The table follows :) 


Comparison of actual production, deliveries, and inventories of coins during the 
period 1945-59 with estimates for the fiscal years 1960 and 1961 


{In millions of pieces] 











Fiscal year Produced) Delivered| Inventory Fiscal year Produced] Delivered|Inventory 
1961, estimate---_-- 2,000 2,000 88 |} 1952, actual____..-- 1, 551 1,360 243 
1960, estimate... -_-- 1, 900 1, 900 88 || 1951, actual___.._-- 1, 158 1, 523 51 
1959, actual.......-- 1, 571 1,721 88 || 1950, actual__---.-. 497 495 416 
1958, actual 2,010 1, 825 238 || 1949, actual. -__.-.-- 911 996 414 
1957, actual... 1, 900 1, 857 53 || 1948, actual. --.---- 803 1,095 498 
1956, actual... 1, 412 1, 786 10 || 1947, actual__--._-- 2,016 1,390 790 
1955, actual. ree. 937 941 384 || 1946, actual__-.._-- 1, 658 2,107 164 
1954, actual... -..-- 1, 452 1, 204 388 || 1945, actual... --- 2, 646 2, 589 611 
1953, actual. ...-.-- 1, 620 1,722 140 





























Mr. Bretr. The demand has been across the board. For example, 
the vending machine operation has stepped up terrifically. I think 
in 1959 the sales from vending machines ran well over $2 billion— 
some $2,240 million—and they are increasing all the time. 

The other thing in that vending machine operation that is probably 
having a definite effect on us is the extent to which they are putting 
in coin-changing machines in conjunction with battery installations. 
A coin-vending machine is almost always full of coins and it represents 
alot of coins. And now they are bringing out and using successfully 
coin-changing machines where you can put a $1 bill in and get change 
out. They are starting to produce these machines and are leasing 
them at $80 a month. It is still in a very tentative stage, but they 
have them out. Of course the Automatic Vending Machine Associa- 
tion are predicting a $4 to $5 billion volume in the very near future. 

Mr. Howarp. I think one thing we are going to ten to take into 
consideration in coinage is that if you have noticed the census figures, 
last July we had 177 million people in the United States, and they 
estimate in the next 23 years, or a little over 23 years, there will be an 
increase of 100 million additional, which gives us in the not too distant 
future a population of 275 or 277 million. Unless you can find some 
way for people to do business other than by making small change, 
the future looks bright for the mint business. We will have to make 
more coins. 
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INCREASED PRODUCTION AT PHILADELPHIA MINT 


Mr. Gary. Why do you contemplate increasing the production at 
Philadelphia when that operation is more costly than the Denver 
operation ? 

Mr. Brerr. You are talking about percentagewise / 

Mr. Gary. Yes. 

Mr. Brett. Actually, at the present time we are running Philadel- 
phia entirely on foreign coinage and in keeping an even keel of em- 
ployment—and, as you know, we cannot estimate what foreign 
coinage we might have in the next fiscal year, so that merely in main- 
taining our present balance in the two plants we have increased the 
percentage of domestic coin made at Philadelphia against Denver. 

Mr. Howarp. Mr. Chairman, I should like to point out something 
in connection with cost. It is rather technical. That is, when you shift 
heavy production into Denver your cost goes down; when you hold 
Philadelphia down, the cost does not have a chance to go down; it 
stays up. 

We have also pointed out that this cost, from a manufacturing 
point of view, is relatively large, but from a laid-down point of view, 
it is not so large. For example, coins that we make in Denver that we 
must ship to New York are more expensive to ship from Denver to 
New York than from Philadelphia to New York. So although appro- 
priationwise we show an increase in cost, from an overall, laid-down- 
cost point of view there is really not a great deal of difference. We 
pay shipping cost from a revolving fund and it does appear in the 
appropriation. 

Mr. Gary. That is particularly true with reference to coins supplied 
to the eastern coast ? 

Mr. Howarp. Yes. 


ANNUAL COIN PRODUCTION 


Mr. Gary. Does the coinage operation at the mints comprise a large 
percentage of the total coins placed in circulation in the country ? 

Mr. Howarp. No, sir. It is very small. We are merely adding to 
a pool. That is what makes our demand fluctuate quite a bit. For 
every coin we send to a Federal Reserve bank they get from their 
member banks, I think, 10 times as many coins. Of course, in a com- 
mercial bank, for every coin they get from a Federal Reserve bank 
they handle over and over a terrific number of coins. 

I said this affected our demand. The main reason it does is this: 
If you have enough coins in circulation to take care of the exchange 
of goods and services, and you havea slight slump, we are the headman 
on the totem pole. They do not need us; they have enough to take 
care of their needs. When we come into the picture is when they do 
not have enough and they start calling on us. The coins work out of 
the commercial banks into the business channels, from the Federal 
org to the commercial banks, and from us to the Federal Reserve 

anks. 

Mr. Brerr. Did you have reference to the percentage of coins to 
paper money or did you have reference to.coins alone? 
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VALUE OF COINS IN CIRCULATION 


Mr. Gary. With reference to coins alone. 

Do you have any estimate as to the amount of money in circulation 
at the present time ¢ 

Mr. Howarp. Yes. It is broken down as to minor coins, which are 
1-cent and 5-cent pieces, and the subsidiary coins, 10-cent, quarter, 
half-dollar, and silver dollar pieces. 

Mr. Gary. Do you havea table on that ? 

Mr. Howarp. Yes. 

Mr. Gary. Will you insert it in the record at this point ? 

Mr. Howarp. Yes. 

(The table follows :) 








Dollars side icel ds eo deanaste a aiehs hitina dpe eke L_-. $297, 607, 267 
ES TE TS Tee eer ne Hee nee eee 1, 468, 357, 628 
Minor 538, 248, 314 





EFFECT OF MONEY SUPPLY ON INFLATION 


Mr. Gary. Does the amount in circulation have an impact on the 
problem of inflation ? 

Mr. Howarp. When you are talking about money, there are two 
kinds of money: One is checking credit, by which 90 percent of all 
business transactions are carried on, and then you have coins and you 
have paper money. 

Definitely if you had “printing press” money it would have an 
effect on inflation. The same is true if you expanded checking ac- 
counts by banking lending money. But I believe our money supply 
last year did not increase very much, and as far as the paper money 
and coins are concerned, I can give you some figures on that if you 
want them. 

The per capita amount of money on June 30, 1950, was $179.03 per 
person. 

On December 31, 1958, it was $183.34. 

And on December 31, 1959, it was $181.82. 

That is coins and currency, not checking credit. 

Mr. Gary. Apparently you have added about 20 billion pieces of 
coin since 1945. Isthatri ht? 

Mr. Howarp. It is hard to relate money to inflation. You have to 
relate money to production. You can have a terrific increase in money 
in circulation if you have a tremendous increase in commodities 
without inflation. It is when too much money is chasing too few 
goods that you speak of inflation. 

Mr. Gary. But the point I am making is that you have added on the 
average about 114 billion coins a year. 

Mr. Brerr. In pieces. 

Mr. Gary. In pieces, to the circulation, and it has not increased the 
total circulation very materially. Is that not correct? 

Mr. Howarp. That is right. 
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REDUCTION IN GOLD RECEIPTS AND DISBURSEMENTS 





Mr. Gary. What is the significance of the sharp reduction in the 
estimate of gold receipts and disbursements in 1960 and 1961 as 
compared to 1959 ? 

Mr. Brett. In 1959, $4,661 million represents the value of the gold 
that the Bureau of the Mint handled, the workload. In that workload 
we took $1,336 million out of Denver, handled it, and put it into New 
York and handled it in New York. 

So that figure represents a transfer of gold from one mint institu- 
tion to another, but as far as our workload cost or manpower, it is 
just as much as if we purchased it in New York and sold it in Denver, 
but it does distort your dollar figures very definitely. 

Actually, the difference between the $4,661 million in 1959 and our 
estimates for 1960 and 1961 is because we do not anticipate trans- 
ferring a great deal more gold from one institution to another. We 
do not know, but we do not anticipate it. That accounts for the 
distortion of those figures. 


CONSOLIDATION OF DEPOSITORIES 


Mr. Gary. What economies might be effected by consolidating two 
or more of the six different depositories ? 

Mr. Brerr. You mean consolidating all the mint institutions in one 
spot ? 

PM r. Gary. No, consolidating two or more, just reducing the number. 

Mr. Brerr. As manufacturing institutions we are manufacturing in 
Denver and Philadelphia. Your consolidation of the two mints would 
be one factor; and your consolidation—for example, the elimination 
of San Francisco and the elimination of Philadelphia as a depository— 
would be an entirely different factor. 

As far as the consolidation of Denver and Philadelphia as coin- 
manufacturing institutions going into the center part of the country, 
on the matter of equalizing delivery to demand, that would result in 
a definite saving primarily in handling, but on the basis of stepping 
out and buying land and building a building and the difficulties in 
moving trained and carefully trained work force, my offhand esti- 
mate would be that you would not amortize the cost of such a move 
by the savings you would make in the manufacture of coins in 25 or 30 

ears. 

I do not think you could do it because now our pure costs of manu- 
facture as so low—and, remember, you would lose some of your pres- 
ent advantages, the advantages of two sources, one in the West and 
one in the East. It would increase your delivery costs. We have not 
delved into it in great detail very recently, but our actual conversion 
costs are so low that I am perfectly satisfied we could not amortize 
the initial cost of doing that in less than 25 or 30 years. Do you want 
to add something to that? 

Mr. Howarp. I want to add to the original question about deposi- 
tories. We have a depository, which is strictly a depository for silver, 
at West Point. We have a depository for gold at Fort Knox, Ky. I 
believe probably you were thinking about the New York Assay Office, 
which is a combination assay office and depository, and, say, San Fran- 
cisco, which is an assay office and depository. 
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Mr. Gary. Here is what we have reference to. In your justifica- 
tions you say that the Bureau of the Mint is responsible for the 
physical custody of the Government stock of gold and silver bullion 
and coin amounting to approximately $22 billion, located at six dif- 
ferent mint institutions. Continuous protection must be maintained 
at each one of these institutions 24 hours per day every day in the year. 
The protection costs include salaries of guards, purchase and mainte- 
nance of mechanical protective devices, uniforms, ammunition, et 
cetera. At the Fort Knox and West Point depositories the major cost 
is charged to protection. 

What I am asking is this. Would it be possible by consolidation of 
any of those depositories to effect a saving ¢ 

Mr. Howarp. No, sir, I do not think so, for the reason that at those 
places we are conducting an operation of buying—not at Fort Knox 
and West Point, but at the others—of buying and selling gold, et 
cetera, and assaying. We have to have a certain guard force anyway 
at those. 

At the other two places, Fort Knox, for instance, I do not think 
there would be a saving in shipping silver there. We have 60-some- 
odd-thousand tons of silver at West Point sent up from the New York 
region. Most of your silver is used on the east coast for industry. 

Mr. Gary. That is West Point, N.Y. ? 

Mr. Howarp. New York. I do not think we could ever justify com- 
bining them. Unfortunately, under the silver purchase law silver 
can be delivered to a coinage mint, and San Francisco is still classed as 
a coinage mint. Out of the total production of silver in the United 
States about two-thirds of it is produced in a locality which is con- 
ducive to its delivery at San Francisco, and we have stopped coinage 
there and we need the silver in Denver. 

Mr. Brerr. You will recall we did have a deposit office in Seattle, 
which we closed early in 1955 and consolidated with the San Fran- 
cisco operation. Actually, of course, just taking San Francisco alone, 
where we have 33 men, I think that is the total staff, including the 
officer in charge, to buy and sell gold and silver, both there, I think 
the cost of trucking that silver to West Point and the cost of trucking 
the gold we have there to Fort Knox would be much higher than to 
operate the office and render the service we are to the Alaskan miners 
and to the Pacific coast miners. 

I think it would cost more than to run that office as it stands for 20 
years. There is some advantage to a little dispersion of these gold 
and silver assets of ours. We have beautiful vaults there, incidentally, 
at San Francisco. The whole building has been turned back to 
Public Buildings, and I think five Government agencies are occupy- 
ing it. We just have half of the first floor, which happens to 
right over the vaults where this gold and silver is stored. 


QUANTITIES OF REFINING OUTPUT USED FOR COINAGE AND STORAGE 


Mr. Gary. What proportion of the refining output is related to 
current coinage activities of the mint and what proportion is concerned 
with stock which remains in storage? 

Mr. Howarp. From the refinery we have two products, two metals, 
gold and silver, and of course, gold is not used in production at all. 
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The silver output from our refineries is nil compared to our use and 
would never amount to more than a million and a half ounces and we 
use as high as 60 million ounces a year in coinage. The average is 
about 38 million ounces per year over the past 10-year period.. Our 
refining of silver as it relates to coinage is not very great. 

Mr. Gary. What would the consequences be of deferring or dis- 
pensing entirely with this latter portion of the refining workload? 

Mr. Howarp. We buy the metal in unparted form, we buy scrap 
gold, dental pieces from persons’ mouths, we buy gold that is par- 
tially refined in the form of amalgam cake and things like that from 
the miners. We assay that and pay for it immediately, usually within 
5 days after we buy. There are three or four reasons why we should 
refine it and get it in pure metal. The main reason is, on gold you 
should have your gold in refined form, and silver the same way. Our 
silver refining is merely a byproduct of our gold refining. Actually, 
we do not buy silver in unrefined form. The silver we get is refined. 
The only time it is unrefined would be in a gold deposit. d 

In the first place, it is bulky, it contains a lot of base material and 
takes a lot more storage space. a 

In the second place, the sure way to know what you have is to refine 
it. We know what we have is there but it should be refined and should 
be refined during the lifetime of those who buy and handle it when 
it is bought. 

Another thing is for bookkeeping purposes it makes it a lot simpler 
to have it in refined form than in bullion form with base metal in it. 
We have done quite a piece of deferring on our refining already, Mr. 
Chairman. We collect a charge for refining it from the. depositor. 
All we ask is that the money be returned to us. 


jo er 


DO co co LA be eS 


Soo’ ea 


PERSONNEL INCREASES REQUESTED 


Mr. Gary. You are asking for 71 additional employees, I believe, for S 
1961. 

Mr. Howarp. Yes, sir. S) 

Mr. Gary. Why? d 

Mr. Howarp. Sixty-three of them will be in coinage and eight will te 
be in the deposit section handling this 50 million ounces of silver we 
propose to move from San Francisco to Denver. . 

I might say that our overall employment situation only changes ti 
about 27 because we are going to have to let some people off. The s] 
ones we will be letting off are in New York and we will be hiring at 
Philadelphia, Denver, and San Francisco—the people we are letting P 
off at New York are on reimbursable work and do not enter into the 
ap Ag chaning Svgeerh 

Mr. Gary. The reimbursable work is on foreign coinage ? 

Mr. Howarp. They are working on foreign silver in New York. 
Weexpect to just about finish that program by next year. 

Mr. Canrretp. When our good friend and former colleague, Benja- 
min Franklin James, in Philadelphia, reads this hearing and is given 

™ to understand by your testimony that things are still looking up in 
the Philadelphia Mint, he will be very happy. 
Mr. Brett. How is he? 
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Mr. Canriexp. I understand he is quite well and thinks of Chairman 
Gary and this committee and your own good selves quite often. He 
gets nostalgic at times, and I have in mind writing him this afternoon. 

Mr. Brerr. Give him our regards. 


DISPERSION OF DEPOSITORIES 


Mr. Canriexp. Mr. Brett, I was impressed by what you and Dr. 
Howard had to say about the importance of having the Philadelphia 
Mint and the Denver Mint maintained and also these depositories. 
You used the word “dispersion.” Is there not a very important na- 
tional security and national defense factor involved in having more 
than one mint and these several depositories? I believe you touched 
on that, but you did not mention national defense and national 
security. 

Mr. Brett. I think so, yes, to have two good establishments as well 
dispersed as Denver and Philadelphia certainly is an advantage. 

Mr. Canrtetp. From a national defense and national security 
angle? 

Mr. Brerr. Yes. 


SUGGESTIONS FOR NEW DENOMINATIONS OF COINS 


Mr. Canrtetp. You told us about the demand for pennies, which is 
a continuing demand in good times. You referred to the multiple- 
billion-dollar vending machine operation in our country. Has there 
been projected any new coin or have any suggestions been made for 
any new coins? 

Mr. Bretr. You mean a new denomination ? 

Mr. Canriebp. Yes. 

Mr. Bretrr. We get them constantly. The Senator from my home 
State, Mr. Lausche, was approached by a group from the schools 
wanting a 35-cent coin, because apparently the school: lunches con- 
sistently run pretty close to 35 cents. They thought it would be won- 
derful to have a 35-cent coin. Frank Lausche did a fine job replying 
to that without appealing to us. 

We constantly get that sort of thing. I can assure you that as far 
as the people in the vending machine business are concerned, this mul- 
tibillion-dollar business, they do not want any change in any form, 
shape, or manner, because they are all set. 

Mr. Canrtetp. Because their machines are geared to the use of the 
present denominations? 

Mr. Brerr. Yes. Except for the casual suggestion, there is no 
serious demand for anything but our present five denominations. 


INVENTORY OF SILVER DOLLARS 


Mr. CanrFietp. You told us you have an inventory of almost 200 
millions in dollar coins. 

Mr. Brerr. Standard silver dollars. 

Mr. CANFIELD. 182 million, to be exact. They arein Philadelphia? 

Mr. Brerr. New York, Philadelphia, here in Washington in the 
Treasurer’s office, and some in Denver. 
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Mr. Canrietp. Currently outside of Nevada and maybe a few other 
places, there is no great demand for that coin, is there? 

Mr. Brert. Primarily our feeding is done into Denver, Los An- 
geles, San Francisco, and Helena. I am speaking of the Federal 
Reserve banks. The bulk of them go for two purposes. One is visi- 
tors in the West, tourists in Denver, tourists in Helena, tourists in 
Virginia City do pick them up. They bring them back, and they 
land on us in Minneapolis or Chicago, and then there is the demand 
for the Nevada gambling establishments. 

Mr. Canrizxp. Is it a healthy situation to keep those? I think the 
last ones were minted in 1935; is that right? 

Mr. Brett. Yes. 

Mr. Canriexp. Is it healthy to keep those? 

Mr. Brett. They are not deteriorating especially. 

Mr. Canriexp. But are they not useful for industrial purposes? Is 
that silver needed elsewhere ? 

Mr. Brett. We do not need it right now. 

Mr. Howarp. Mr. Canfield, the silver in silver dollars, after they 
are coined, has a monetary value of $1.29 an ounce. In other words, 
if we were to use those in industry, we would have to get $1.29 an 
ounce for silver in order to break even or else come down and get a 
supplemental from you to make up the difference. 


COMMEMORATIVE COINS 


Mr. Canrietp. Mr. Howard, right here and now I am going to 
quote one of your punchlines of the afternoon. I will quote you 
verbatim : “It doesn’t cost us too much to make cents.” 

I think the new members of this committee, although they are old 
in point of service to the Congress, would like to know just the story 
of commemorative coins and how you make a profit thereon. 

Mr. Brerr. When it comes to straight commemorative coins, I am 
going to let Dr. Howard tell the story because since this administra- 
tion has been in, there have been no commemorative coins struck. The 
last commemorative coin was the Booker T. Washington-George 
Washington Carver coin which died along in 1954, when the act 
expired. There have been none since then. We do not make a profit 
on commemorative coins. Do you have reference to proof coins? 


PROOF COINS 


Mr. CanrteLp. Proof coins, coins shown to us when we visited the 
mint some time back. 

Mr. Brett. In cellophane wrappers ? 

Mr. CanFIeLp. Some sets of which we purchased. 

Mr. Bretr. Those proof coins represent one set of each denomi- 
nation, 91 cents face value. We manufacture as special jewelers’ 
pieces for collectors only and put them in a heat-sealed cellophane 
wrapper, which is supposed to preserve their brightness indefinitely. 
We sell those to the collector at $2.10 a set. We handle the ingots 
specially, scarf them, roll them specially, prepare the blanks spe- 
cially, manufacture the coins from special dies on special presses. We 
sell those by the calendar year, of course. 





_ a ln el cel 


— i a a a 


OQ =e 


ft; Dre 





355 


In calendar year 1959 we sold 1,142,000 sets at $2.10 a set. So far 
this year already we have orders for well over 600,000 sets, That 
represents a large group of peopie in Philadelphia that are people on 
our payroll who are paid entirely from the sale of proof coins. That, 
again is on reimbursable work such as foreign coinage or this reim- 
bursable work we are doing in New York. 

Mr. CanrteLp. Those are coins that are saved and not used. How 
about the profit ? 

Mr. Howarp. In fiscal 1959, eliminating the 91-cent face value, 
which leaves $1.19, that is for the work we do on them, we took 60 
cents of that on 977,173 sets and we reimbursed our appropriation for 
manufacturing them plus the cost of some special equipment we pur- 
chased costing $47,000, for a total of $641,000, and we turned 51 cents 
of that excess in to the general fund, which amounted to $521,000. 

Of course, the face value we get: that back, too. I am just taking 
the increment, the difference between face value and the $2.10 we get. 

Mr. Brett. The difference in Mr. Howard’s figures and my figures, 
he used the fiscal year where I had the calendar year. 


COIN COLLECTORS 


Mr. Canrtetp. When the Post Office Department people were before 
us last week, we had written into the record the names of about 15 of 
the best known collectors of commemorative and special stamps in 
the United States. There were names such as General MacArthur, 
Cardinal Cushing, and other well-known American personalities. 

Would you have a list or would you know the names of some of 
the outstanding coin collectors in the United States? 

Mr. Brett. Mr. Canfield, we differ slightly from the Post Office in 
that we do not carry on any general services for coin dealers or coin 
collectors. So actually we home no official contact with coin collectors 
or coin dealers and with the situation as its stands, I think we would 
prefer not to. 

Mr. Canrietp. There are well-known periodicals which from time 
to time carry those names. 

Mr. Bretr. We could furnish the American Numismatic Association 
publication, which has several thousand members. They have charter 
members and other groups. There is an ample supply of lists of coin 
collectors. 

Mr. Howarp. I think it would be well here to separate us from 
postage stamps. They put out a lot of commemorative postage 
stamps. A postage stamp is used once, if at all. It is put on a letter, 
that letter goes into the Post Office, it is handled by experienced people. 

A coin is used thousands of times by the innocent public who are 
not familiar with the details, and so forth. The Congress many years 
ago passed a law which said that the design of a coin could not be 
changed more often than once in 25 years. In other words, after it 
is adopted, it has to remain in use for 25 years unless changed by act 
of Congress. That was a very good law. If we were to ever put out 
a lot of coins, if the public were not familiar with coins—we discussed 
today the public not being too familiar with this 1-cent piece—it 
would no doubt hamper trade. People have to know coins. 
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Mr. Canrievb. I was referring particularly to these proof coins, 
these special coins, which are subjects for collection and’ not use in 
trade. There is a Division of Philately in the Post Office Department 
which does specialize in the sale of stamps that are commemorative 
and not used, and the Government renders no service, and a sub- 
stantial profit is made thereon. They make a report each year. 

Mr. Howarp. We have two coins, a proof coin for collectors, and 
the Treasurer’s Office furnishes what they call uncirculated coins for 
collectors, which is a service we perform for collectors. In both cases 
we charge above face value to pay for the expenses of performing the 
service. 

Mr. Gary. If a person does not use a postage stamp, the Post Of- 
fice Department saves the cost of the service for which that stamp 
was purchased. You do not save a dime if a person hoards a dime. 
It makes no difference whether he uses it or saves it. As a matter 
of fact, it is better for you if he uses it because then it reduces the 
number of coins you have to manufacture; is that not correct ? 

Mr. Howarp. It can be argued from this point of view, Mr. Chair- 
man, that to the extent there is less metal in a coin than there is in 
its face value, that when any coin is taken out of circulation, the 
Government gains to that extent. That is not too strong an argument. 

Mr. Gary. It is a relatively small amount, too? 

Mr. Howarp. It is not selatively small. It is large on some coins. 


PROOF COINS 


Mr. Brerr. You said you thought all these proof coins were pre- 
served. I have a hunch out of that 1,142,000 a lot of kids bought 
them but did not keep them. We find even in the lobby of the Phila- 
delphia Mint, when tourists come through, before they get out of the 
lobby they will tear the cellophane open, and we fin the cellophane 
wrappers lying around there and they probably put them in their 

kets. 
yee the case of some of these collectors, probably their wives run out 
of change to pay the newsboy and the packages are opened up and 
used. We do not think they are all preserved. 

Mr. Canrtevp. I do not think I used the word “all.” I am not go- 
ing to use it now. 

QUALITY OF COINS 


Mr. Canrtetp. Mr. Brett, how does the quality of our coins today 
compare with the best in foreign-coin production ? 

Mr. Brerr. We think it is as fine, we think it is the best there is, 
without question. 

Mr. Canrietp. That is a good answer. 

Mr. Brerr. To my knowledge, we have not — samples of 
current coinage from every country in the world and put it under a 
magnifying glass or made photomicrographs of it to make technical 
and deinlied comparisons, but from our casual handling of coin, coin 
that comes in to us, we think we make the best coinage in the world. 

Certainly, we have a lot of foreign countries who are very well satis- 
fied customers of ours that could oar their coinage in other places in 
the world. 
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Mr. Canrtevp. I think anyone who has traveled abroad to any ex- 
tent will agree your statement is true. 

Mr. Howarp. In that connection, I would like to say our system of 
coins is one of the finest going. 

Mr. Gary. Having traveled around the world this past fall, han- 
dling the coins of a good many nations, I did not see any coins during 
my travels that I thought were as good as ours, much less superior 
to them. 

Mr. Conte. Or paper money ? 

Mr. Gary. That is right. 


LIFE OF COINS 


Mr. Canrievp. The chairman just developed some information 
about the great number of coins that had been minted over a period 
of years, presumably adding to the use of this money. What is the 
life of these coins? What happens to these old coins after a period 
of years? 

Mr. Brerr. It is a pretty difficult thing to set up. The common 
estimate is that a coin is good for 30 years. The terrific increase in 
demand for coin—that is, to go back 30 years you are talking about 
1929—to take the number of coin we produced in that year and say 
they all were good for 30 years and then were retired, it is so relatively 
small in comparison to the total stock of coin that has been produced 
that it is practically impossible to gage. We do know that the coin 
retired from circulation as being unfit, damaged, wornout, is very 
small, just a drop in the bucket. 

Mr. Canrtetp. Having reference to the mints at Philadelphia and 
Denver, one of my favorite TV programs is “Tales of Wells Fargo.” 
I think Dale Robertson does a pretty good job as Jim Hardy, Wells 
Fargo agent. Not long ago he was a great hero in a TV picture which 
showed “the robbery of the Denver Mint” with a number of killings. 
I take it this was fiction. 

Mr. Howarp. I saw that TV show. 

Mr. Brett. I did not see it. 

Mr. Howarp. The nearest thing to a robbery at the Denver Mint 
is when they were building the Federal Reserve bank in Denver, they 
were storing their money in our mint, and one of their trucks was 
held up outside of the mint. I might say one of our mint guards 
shot one of the robbers. They found him later in a garage in an 
automobile, well preserved, since it was wintertime. That is the 
nearest we have ever come to having one. This was outside on the 
street. It was a Federal Reserve truck, not ours. 

Rs CanrFieLp. The picture you and I saw was quite an exciting 
thing. 

Mr. Howarp. Yes. 

Mr. Brerr. It made a good story. 


STRIKING OF MEDALS AUTHORIZED BY THE CONGRESS 


Mr. Canrietp. Mr. Brett, one of your assignments is to coin medals 
~ eed be legislated by the Congress. That is not a large operation, 
is i 
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Mr. Brerr. No. We made a quantity of silver medals on a con- 
gressional act for the State of Nevada. We made a quantity for the 
State of Colorado commemorating discovery of silver in Colorado. 
They also combined that with the founding of the Air Force Acad- 
emy. Those were made, act of Congress medals, in which the 
States or the commissions set up by the States paid us for the dies, 
preparation work, and the cost of the medals and we turned them 
over to them. 

Mr. Canrtetp. Did the Congress approve the minting of any 
special medals last year ? 

Mr. Brerr. Aside from those two? 

Mr. CanFIietp. Yes. 

Mr. Brerr. Yes. 

Mr. Howarp. I am never sure about my years, but we gave one to 
Dr. Ames, a gold medal. It was in connection with yellow fever, the 
Walter Reed project. I do not believe Rickover came this year. I 
believe it was last year. 

Mr. Canrievp. The last calendar year? 

Mr. Howarp. We did that medal, if it is in the right year. 


PRODUCTION OF FOREIGN COINS 


Mr. Canrievp. Mint facilities are utilized from time to time for 
production of foreign coins on a reimbursable basis, and you tell us 
that the mint at Philadelphia is doing that type work now. What 
countries do we have contracts with ? 

Mr. Brerr. This year to date we have made coin for the Philip- 
pines, Venezuela, Dominican Republic, Liberia, and Korea. In the 
previous year we made them for Cuba, Honduras, Costa Rica, and 
the Philippines. The last fiscal year we made 137,410,000 pieces of 
foreign coin. 

Mr. Canrietp. When was the last contract we had with Cuba? 

Mr. Brerr. I do not know when we took that contract. We com- 
pleted that order for 50 million pieces before June 30, 1959. Do you 
recall how long we had that Cuban order? 

Mr. Tare. It might have been for several months, and I believe it 
was. 

“ry CanFiELD. Does Cuba ordinarily ask for this coinage every 

ear 
7 Mr. Brerr. I guess we have supplied it all, have we not? Have 
they bought coin any place else ? 

Mr. Howarp. I do not believe they have. It is not every year, but 
as a rule it is every other year, and so forth. Sometimes when the 
demand is heavy, it is every year. 

Mr. Canrtevp. That is all; thank you. 

Mr. Gary. Mr. Pillion. 


VALUE OF COINS TO BE MINTED IN 1961 


Mr. Pitxi0n. I do not know whether I understand your operation 
yet, Mr. Brett. As I understand it, you will mint approximately 2 
billion pieces of coin in 1961. 

Mr. Brett. That is what our program calls for. 
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Mr. Piuut0on. According to this page here, the cost of that minting 
will run somewhere about $2,341,000. 

Mr. Brett. $2,341,000, yes. 

Mr. Prion. As a very rough estimate, I have been estimating the 
currency value of the 2 billion pieces of coin, and I estimate the value 
of that to be roughly $30 million. It may be 40 or it may be 25, but 
it is a very rough estimate. 

Mr. Brerr. It would be very simple to extend it. 

Mr. Priui0n. Just roughly, assuming it is $30 million, it may be 
$35, you mint that coin, ship it to the Federal Reserve System or the 
banks, whoever gets that money. You receive face value for that, $30 
million ? 

Mr. Brett. Yes, sir. 

Mr. Prtt10on. What happens to the $30 million? It goes to the 
general fund ? 

Mr. Brett. That is correct. 


REVENUE FROM SEIGNIORAGE 


Mr. Pitxi0on. So that at a cost of roughly $2 million-plus of your 
cost you receive back, or the Government receives back $30 million, a 
profit of $28 million, less—you just made the remark that I was very 
much interested in—less the cancellations, old coins you have to re- 
place. Isthat a true statement of your operation ? 

Mr. Brett. Mr. Pillion, you appropriate funds purely for our costs, 
our labor and our expenses. You do not appropriate funds for the 
metals that go into the coin. 

Mr. Pixxton. Even the silver would not be full value. Some coin 
would have less. In a 10-cent piece you may have 5 cents worth of 
silver. Add the metal to your labor and everything else and you still 
have quite a substantial profit, do you not ? 

Mr. Brett. Yes, sir. 

Mr. Howarp. On page 2 we point out that if you give us the $5,038,- 
000, we would turn revenues in to the tune of about $52,053,595. 

Mr. Pitti0on. What page is that on? 

Mr. Howarp. Page 2 of the justifications. The revenues we will 
make in the form of seigniorage is the difference between face value 
of a coin and its metal content. 

Mr. Pitxt0on. Plus labor ? 

Mr. Howarp. We do not include labor in seigniorage. We estimate 
seigniorage on silver coins in 1961 to be a little above $28 million, and 
on the other coins, 1-cent to 5-cent pieces, it will be about $20 million. 

Mr. Pitxi0on. $48 million ? 

Mr. Howarp. Yes, coming from that. 

Mr. Pinion. 65 we subtract your labor cost or production 
cost of $3 million. You have roughly a profit to the Government of 
about $40 million to $45 million. 

Mr. Howarp. Making coins isa profitable thing. 

Mr. Pixxron. I wanted to get this on the record. The only addition- 
al debit to that profit would be the return of coins for cancellation or 
destruction wherein you replace them with new coins. 

Mr. Howarp. That is right. Then you would have a loss to the 
extent you have to add metal to bring it up to a full-bodied coin. 
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Mr. Brett. We do pay for transportation of coin. 

Mr. Piui0on. The thing I am trying to bring out for the record is 
that in coins, because of long use, that the results are a profit; whereas, 
in the paper money most of that comes back and has to be replaced and 
the coins do not. So that you have that saving each year. 


CONSOLIDATION OF MINT FACILITIES 


Mr. Brett, I was very favorably impressed with your reply to the 
question about the possible unification of the facilities you have be- 
cause I hear so much about unification, reorganization, mechanization, 
modernization, research and development and engineering that it has 
become pretty much of a slogan in this country. When you replied 
immediately in the language of, well, how do we amortize it, you 
talked about 25 years, it could perhaps be 50 or a hundred years, I 
was very pleased to hear that reply because you are thinking in good 
economics and good business fashion, and it was an expounding of 
our American system of private ownership where our costs are very 
much to be considered. 

Just because somebody wants to put a half acre of grass around 
a building, I do not think we ought to spend $10 million, if you have 
facilities that are adequate and doing an adequate job. I want to com- 
mend you upon your thinking in terms of how we repay the Govern- 
ment for the outlay. 

Mr. Brerr. Thank you. 


WAGE INCREASES 


Mr. Pituion. Mr. Brett, I have before me your statement saying 
that pay increases have been given to the blue-collar workers of the 
mints each year for the past several years. Do you have authority to 
increase the pay of this class of worker or is that by reason of con- 
gressional action ? 

Mr. Bretr. It is a blanket congressional action. 

Mr. Pir1i0n. That answers it. 

Mr. Brerr. I can assure you it would not be done if it were not au- 
thorized by congressional action. 

Mr. Prituion. Thank you very much. I think you are maintaining 
a fine operation. 

Mr. Brerr. Thank you. 

Mr. Gary. Mr. Conte. 


PERSONNEL INCREASE 


Mr. Contr. You show an increase in personnel of 71 employees. 
What brings about that increase? Is it increased production in coins? 

Mr. Brerr. You mean in our projection for 1961 ? 

Mr. Conte. Right. 

Mr. Brert. Sixty-three of those will go into coinage, expanded 
coinage operation, and eight in deposits. 

Mr. Contr. With this new equipment you have bought for the pro- 
duction of coins, it has not helped out in keeping your personnel down ? 

Mr. Brett. In spite of the improvement in our operations, the in- 
crease in volume of coinage has caused an increase in personnel. The 
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total employment, additional people we had to hire on the increase in 
proof coin volume and to maintain the foreign coinage and the reim- 
bursable work in New York, those are people on our payroll but they 
are not under appropriated funds. 

Mr. Howarp. On this increase, it contemplates that in 1961 we will 
not use so much overtime. You have an option. This past year you 
gave us $300,000. We spent that on overtime. I think we took on 
eight employees, or something like that, to balance out production. 

Mr. Conte. Was that in the supplemental ? 

Mr. Howarp. The supplemental. You can translate overtime into 
employees. Had we translated overtime into employees, I doubt if 
there would be this much differential, but we are contemplating cut- 
ting down on overtime in 1961; 63 of those employees are to be on 
coinage and there we are asking for additional money to make more 
coins. Eight of them are going to be used in connection with this 
silver movement from San Francisco to Denver. 


GRANTS, SUBSIDIES, AND CONTRIBUTIONS 


Mr. Conte. “Grants, subsidies, and contributions” show an increase 
of $26,500. Would you explain that? It is page 17 of the justification. 

Mr. Tate. That would relate to things such as civil service con- 
tribution. When you add more employees, you do not only add the 
salary cost but then there is a contribution to items such.as the civil 
service fund, and we have the insurance payments. 

Mr. Conte. Accident and health insurance, the new program. What 
are subsidies ? 

Mr. Tarte. That is simply a standard caption. We do not actually 
have anything that fits into that in our program. 


MINT BATHS 


Mr. Conte. Do youstill have the mint baths? 

Mr. Howarp. You mean where people working on the gold take 
baths in order to save the gold out of the bath water? What happens 
is that our employees working on gold, particularly in the summer- 
time, when they are perspiring, we require them to take a bath and run 
that bath water through sumps and recover the metallics which sink 
down to the bottom of the sumps. We recover the gold from their 
bodies or their hair, and so forth, where it has clung to them. 

Mr. Contr. Do you recover much ? 

Mr. Howarp. It amounts to enough to pay us for the trouble, yes, 
and then there is another thing we do. We take the fumes out of the 
room where we are melting gold, the fumes because of the volatiliza- 
tion, and we pass them through a chamber. In that chamber there 
are electrified rods and the dust clings to the rods and we recover all 
the particles of metal, metallics that come out of the air. We get 
quite a bit of metal from that, too. 


MINT SECURITY 


_Mr. Conte. How about at the mint where they make coins, what 
kind of security system do you have? Do they walk through a radar 
system in the evening when they walk out of the plant ? 












362 


Mr. Howarp. No. About the nearest we come to that is if anyone 
has a package, we require him to have the package ready by a certain 
time in the morning if he wants to take it out of the building. Say 
they want to take out some clothes. We do sort of X-ray those pack- 
ages. Then they pick them up in the afternoon. We give them a 
special bag to put them in. 

Most of our employees undress and change from street clothes at 
one locker and go to another locker to change into their work clothes. 
They take a bath in between on the way back. We trust them ex- 
plicity. We think we have honest people. We do use enough 
checking to make sure that nothing is taken, and we are certain that 
if anyone tried anything, the others would tell on him. If he let 
anybody see him, the honest employees would tell on him. 

Mr. Canrietp. They are some of the cleanest people on earth. 

Mr. Bretr. We keep an honest count on everything right from 
beginning to end. 

Mr. Contr. You have no trouble where someone would pick up a 
few loose coins and intermingle them with his own? 

Mr. Howarp. No. On gold, where your values are concentrated in 
small volume, we work our employees in pairs. In other words, any 
time a man goes into the vault—that is true for coins—there have to 
be ave people in a vault, not one. It sounds like a duplication of 
work. 

In receiving a deposit there are two people accepting it and weigh- 
ing it and verifying the weights. No one person is used where you 
are handling gold. They work in pairs. 


CHANGE IN DESIGN OF 1-CENT PIECE 


Mr. Contr. In regard to the 1-cent pieces for which we had such a 
uemand this year, was that due in part to the new Lincoln coin that 
you came out with last year? 

Mr. Brerr. We think a good many people have saved the new 
Lincoln cent and especially rumors have gotten out, newspaper 
columnists, radio, and television commentators had something to 
say about it, and that has caused people to tuck them away. 

Mr. Conte. There was some television and newspaper talk about 
that 1-cent Lincoln coin, that there was an imperfection in the coin, 
it was thinner on one side. 

Mr. Howarp. There was that story on being lopsided. Any time 
you make a coin, and the design is heavy near the edge, you are going 
to have the edge thinner. In other words, the metal has to flow into 
the die and it has to come from some place and it comes off the edge. 
There definitely is on that new coin two snots, the head of Lincoln 
and down at the shoulder, where if you look at it from the side view 
it is thinner. But if you look at an old one, you will find the same 
thing happened. There is no difference. It is just the fact that be- 
cause it was new—that coin has been in use for 50 years—the fact 
that it was new, people began to look at it more closely. As they 
looked at it, thev began to see things. 

Mr. Contr. Were all the new 1-cent pieces made in Denver? 

Mr. Brerr. No. They were made in Denver and Philadelphia. 
Do you have the split on the quantities? 








363 


Mr. Hotiyrtetp. Not for the calendar 


year. 


Mr. Conte. Does the “D” mean they were made in Denver? 


Mr. Bretr. Yes. The 


no mint mark, it was made in Philadelphia. 


one. 
Mr. Conte. That isall. 
Mr. Gary. That you, gentlemen. 


arent mint has no mint mark, If it has 
Here is the D on this 


The committee will stand ad- 


journed until 10 o'clock tomorrow morning, at which time we. will 


take up “Customs.” 
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1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1. Assessment and collection of duties, taxes, and fees..... $38, 333,847 | $38, 392, 900 $39, 738, 350 
2. Appraisal of imported merchandise...... 7, 369, 206 8, 235, 800 8, 639, 600 
3. Investigations of violations of customs and related laws 
MS 2, 958, 891 3, 185, 300 3, 365, 225 
4. Audit of collection and merchandise accounts - -...--..- 786, 567 850, 800 866, 610 
5. oo and identification of merchandise for tariff 
bien wee Sikh abn aaedandaGhneke alee 1, 061, 783 1, 129, 000 1, 147, 000 
6. nisaniee: NN os ntnccdetevcdedassmindadenantapenies 1, 936, 798 2, 071, 200 2, 068, 215. 
Total program costs )____-..... 52, 447, 092 53, 865, 000 55, 825, 000 
7. Relation of costs to obligations: 
Cost ao from obligations of other years, _ 
Obligations incurred for costs of other years, Mies ilcaicnacaes shia RAE! NBs 50, 000 
ie Total program (obligations).......................- 52, 269, 304 53, 865, 000 55, 875, 000 
ancing 
1959 aj a ypropriation available in 1958. .............-.-.--.-- SEE 1. cenccsssecniebeacatonsaananen 
Unobligated balance brought forward.............--..-.-- 300, 000 300, 000 300, 0CO 
Unobligated balance cirried forward-..........-.-------.-- —300, 000 —300, 000 —300, 000 
Unobligated balance no longer available-- 46, SS Ne 
Appropriation (new obligational authority)............. 52, 519, 000 53, 865, 000 55, 875, 000 











1 Includes capital outlay as follows: 1959, $7,929 and 1961, $400,000. 
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Object classification 
















































































1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions....................-.--- 7,214 7, 364 7,490 
Full-time equivalent of all other positions 84 84 84 
Average number of all employees. --_- 7,119 7, 271 7, 399 
Number of employees at end of year-- 7,133 7,413 7, 5389 
vorage GS grade and salary.. 8.1 $6,351 | 8.1 $6,411] 8.1 $6,482 
01 Personal services: 
Permanent positions... $43, 793,225 | $44, 550, 140 $45, 775, 470 
Positions other than permanent..................-.... 411,178 412, 500 412, 
fo eee 2, 230, 892 2, 501, 000 2, 392, 155 
EE IE BERTIE once sccccpncsnnsnccncccen 46, 435, 295 47, 463, 640 48, 580, 125 
oan 396, 703 523, 000 529, 500 
03 Transportation of things noua 416, 730 450, 000 450, 000 
04 Communication services DRE SS AT SRL, 622, 800 615, 000 , 000 
05 Rents and utility services 101, 240 140, 000 103, 600 
06 Printing and reproduction- 216, 869 246, 000 221,000 
O7 Other contractual services _.........................-.--.- 435, 153 483, 400 911, 965 
08 Supplies and materials 433, 794 421,000 421, 000 
09 Equipment_____... Sores Se Ek fT > 409, 000 389, 535 
10 Lands and structures. |} eae 50, 
11 Grants, subsidies, and contributions. ..............-.-...- 2, 932, 230 3, 013, 600 3, 082, 915 
13 Refunds, awards, and indemnities...-...--.-..-.---..-..- 121, 462 110, 000 110, 000 
15 Taxes and its 11, 979 13, 200 13, 200 
1959 program obligated in 1958_- —203, 632 aml dis sheamneonas 
alii clam bc meeiineisonles 52, 292, 082 53, 887, 840 55, 897, 840 
Deduct quarters and subsistence charges--...........--------- 22, 778 22, 22, 840 
Total obligations 52, 269, 304 53, 865, 000 55, 875, 000 

















Mr. Gary. The committee will come to order. 
We will consider this morning the request of the Bureau of Customs. 


COMPARISON OF 1960 AND 1961 BUDGETS 


The appropriation for 1960 was $53,865,000. The estimate for 
1961 is $55,875,000, which is an increase over the appropriation for 


1960 of $2,010,000. 


JUSTIFICATION MATERIAL 


We will insert at this point in the record pages 1 through 12 of the 


justifications. 
(The pages follow:) 
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Analysis of appropriation base for fiscal year 


Regular appropriation, 1960 act.___.....-.-_------------------ $53, 865, 000 
Supplemental appropriation for 1960___....-_------------------ ----------- 





Total appropriation, 1960_....................-..--.-...- 53, 865, 000 
Reductions: 
Activity 1. Assessment and collection of duties, 
DOr 0 ae a ae $307, 500 
Activity 2. Appraisal of imported merchandise- ---- 56, 250 
Activity 3. Investigations of violations of customs 
and related laws and regulations- —-__- 47, 575 
Activity 4. Audit of collection and merchandise 
TEINS ns OE ar es cea 2, 750 
Activity 5. Analysis and identification of merchan- 
dise for tariff purposes________------ 3, 600 
Activity 6. Executive direction__...._..__.__._------ 33, 725 
451, 400 
Additions: 
Activity 1. Assessment and collection of duties, 
canes and feed. o.oo. be osc cks eens 271, 750 
Activity 2. Appraisal of imported merchandise_ ---- 195, 400 
Activity 3. Investigations of violations of customs 
and related laws and regulations- -____ 17, 800 
Activity 4. Audit of collection and merchandise 
END RE BAGS SS See SET REET 8, 960 
Activity 5. Analysis and identification of merchan- 
dise for tariff purposes________.----- 8, 900 
Activity 6. Executive direction.___.......-.------ 6, 540 
509, 350 
Adjusiment-In hase’ (et)... eke Sl 57, 950 
Appropriation base for’1961__.............-...--2..2...- 53, 922, 950 
Increase over appropriation base for 1961__.__._.__.-_----------- 1, 952, 050 
Appropriation estimate for 1961__._._._..---------------- 55, 875, 000 


Increase from total appropriation, 1960___....-_-.-------------- 2, 010, 000 
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Comparison of appropriation base with appropriation estimate for 1961 











Appropriation base | Appropriation esti- Increase (+) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average} Amount | Average | Amount 
positions positions positions 
1, Assessment and collection of 
duties, taxes and fees.......---- 5242.1 |$38, 357,150 | 5310.0 |$39, 788, 350 67.9 | $1,431, 200 
2. Appraisal of imported merchan- 
CR Re ae 1232.8 | 8,374,950 | 1255.3 | 8,639,600 22.5 264, 650 


3. Investigations of violations of 
customs and related laws and 











Se 339.7 | 3, 155, 525 362.2 | 3,365, 225 22.5 209, 700 

4. Audit of collection and merchan- 
reece ye A eee 87.7 857,010 87.7 BORGES Innncnescns 9, 600 

5. Analysis and identification of 
merchandise for tariff purposes 131.5 | 1,134,300 131.5 | 1,147,000 |.-........ 12, 700 
6. Executive direction. .........-... 252.0 | 2,044,015 252.0 | 2,068,215 j.......... 24, 200 
Total. = 7285.8 | 53,922,950 7398.7 | 55,875,000 112.9 1, 952, 050 
Adjustment in base (net). .....-.--- —14.5 NAN Eacnausacselecaeceuneee +14.5 +57, 950 








Total, appropriation 1960 and 
appropriation estimate for 
Ee eee 7271.3 | 53,865, 000 7398.7 | 55, 875,000 127.4 2,010, 000 























GENERAL STATEMENT 


The Bureau of Customs’ major responsibility is to administer the Tariff Act 
of 1930, as amended. Its primary duties include the proper assessment and 
collection of all duties, taxes, and fees due on imported merchandise, the enforce- 
ment of customs and related laws, including the prevention of smuggling and 
frauds on the customs revenue, and the administration of certain navigation laws 
and treaties. 

As an enforcement organization, Customs is concerned primarily with com- 
bating smuggling and frauds on the revenue. It also enforces the regulations 
of numerous other Federal agencies. These agencies include the Treasury’s 
Internal Revenue Service (Customs collects internal revenue taxes on imported 
merchandise), Bureau of Narcotics (preventing the smuggling of narcotics is one 
of Customs’ primary responsibilities, and close cooperation is maintained on other 
narcotics problems), and the Bureau of the Mint (Customs guards against illegal 
exportations of gold, and sees to it that imported gold gets into the proper chan- 
nels). Customs and the Immigration and Naturalization Service jointly give 
preliminary screening inspection to all persons and merchandise arriving across 
our land borders. In addition at some places the entire inspection function is 
performed by Customs and similarly, at other places, immigration officers perform 
both customs and immigration functions. Close cooperation is maintained with 
the Public Health Service and the Food and Drug Administration. Customs 
operates a health unit for its employees in New York in cooperation with and 
with the approval of the Public Health Service. Customs also enforces the 
Export Control Act on behalf of the Department of Commerce, and funds are 
transferred from that Department to in large part defray the cost of this work. 
Customs enforces the controls over exports of munitions for the Department of 
State and of fissionable and related materials for the Atomic Energy Commission. 
At the request of and with funds furnished by the Department of Agriculture, 
Customs has intensified its examination of passengers’ baggage and foreign mail 
in the interest of keeping harmful plant med animal pests and diseases out of the 
country. Every piece of passengers’ baggare is examined except under extremely 
heavy workload situations when unreasonable delays would result. This situa- 
tion arises only very occasionally when several large passenger vessels or many 
planes arrive almost simultaneously. Customs also polices import quotas for 
Agriculture. In each case, Customs, because of its frontier position, performs 
essential functions which could be performed by the other agencies only at 
excessive expense. 

Once more, all major categories of Customs workload reached record high levels 
in fiscal year 1959. Customs collections increased 16.2 percent to nearly $1,304,- 
000,000, $182,000,000 more than in 1958. 
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For fiscal year 1960 the President requested and the Congress approved addi- 
tional funds for this Bureau primarily to meet increased workload in almost every 
phase of its operations. This increase in funds was based upon estimates of a 
5 percent workload increase in 1959 over 1958 plus an additional 5 percent in- 
crease in 1960 over 1959. Not only has a tremendous 11.7 percent upsurge in 
imports during fiscal year 1959 already raised the current workload level far 
above the 5 percent estimate upon which the 1960 appropriation was based, but 
there is every prospect of a continuance of this strong upward trend throughout 
1960 and 1961. 

Sharply increasing workload, far greater than was expected, is not the only 
problem facing us in 1960. In addition, a new major border crossing has been 
opened at El Paso, Tex. (Cordova Island), and a greatly enlarged border station 
is nearing completion at San Ysidro, Calif. Preclearance of air passengers at 
Nassau, Bahamas, began August 1. In short, we must not only meet an overall 
workload increase much greater than the 5 percent estimated, but we have been 
forced to divert funds (manpower) in substantial amounts to areas of expenditure 
not even contemplated in our 1960 appropriation estimate. 

Accordingly, our 1961 estimate is designed first to recoup the manpower 
diverted in 1960, and, second, to provide additional manpower to handle the 
conservatively estimated workload increases which will almost certainly continue. 

The charts which follow and the workload tables throughout the justification 
graphically portray our workload picture. For easy reference the most significant 
increases experienced in 1959 over the previous alltime record year of 1958 are 
as follows: 

















Fiscal year Fiscal year Percent 

1958 1959 change 
co TS a eee eee Leesan 1,175, 271 1, 312, 279 +11.7 
Carriers arriving.......-..--.---- 39, 466, 668 41, 027, 265 +4.0 
Persons arriving... s 137, 673, 041 143, 924, 569 +4.5 
EE Es cit bceksinccecacuuncsnubiboanencasuwnes 1, 822, 14 2, 042, 970 +12.1 
DOA CONC HONR s oe vows rsnucsccessanawsacsrescnscwcescings $1, 121, 966, 901 | $1,303, 685, 166 +16. 2 








The customs management improvement program continued to be most effective 
in 1959. Since 1948 management improvement savings of approximately 
$3,900,000 have been reported. In fiscal years 1958 and 1959 these reported 
savings were $323,000 and $271,000, respectively. 
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Summary of increases requested for fiscal year 1961 over fiscal year 1960 





Page in| Posi- | Aver- | Regular | Other Other 
justifi- | tions e@ po-| salaries | personal | objects Total 
cation sitions services 





Adjustments to appropriation base: 
1. Savings due to management 
improvements, procedural 














changes, etc —$50, 000 
2. Elimination of one-time items 

in 1960 budget__...._.....-- —83, 000 
3. Elimination of 262d day------ —176, 000 
4. Leases transferred to GSA____ —36, 400 
5. Replacement automobiles. -.- J —106, 000 
6. Wage board increase costs- --- +190, 275 +725} +13, 000) +204, 000 
7. Appraiser, examiner, entry 


officer and liquidator new 
position standards_........-. Dis <cdunestvebineswal +163, 510 +630} +11, 210) +175, 350 





















































8. Additional 1961 cost of posi- 
tions approved in 1960 on 
part-year basis ll +24. 5) +117,500} +4,500) +8,000) +130,000 
Net total adjustments to base_|_........}-....--- +14. 5] +421, 285} —170, 145} —193, 190 57, 950 
Additions over appropriation base: 
Collectors: ; 
Liquidators and entry ? 
Oe ESS: 15 25 22. 5) BOR TOG cnccnnsse 25, 900 162, 000 
IIE a ccntarasdrimaionie 15 41 36.4 181, 695 50, 100 12, 880 244, 675 
I wv iccandndpwecadcas 18 10 9.0) Pe i cadesenens 6, 400 40, 300 
Communications. -_......- 21 20, 000 20, 000 
| CRS Mt cnehadtsaaion dai ales 450,000} 450,000 
2. Appraisers: Examiners._.-.... 30 25 22.5 > 24, 500 154, 750 
| Ce Ey 35 25 22. 5 112, 100 11, 200 16, 025 139, 325 
4. Net cost, within grades__._..- 19, 20 ee icitipannanelerisidinmins 210, 000 
“ 5. Health benefit , | Se Se See ee eee 425,000} 425,000 
: 6. Automobile replacements....- NX Rs SS A EE Cate ae 106,000} 106,000 
; Total additions above base._._|........- 126 112.9) 804,045 61, 300} 1,086, 705) 1, 952, 050 
Grand total, increases......... aes wadesipieel 126} 127.4) 1,225,330) —108, 845) 893, 515) 2,010,000 
EXPLANATION OF LANGUAGE CHANGES 
No language changes are requested for 1961. 
P CHANGE IN SELECTED RESOURCES 
It is estimated for 1961 that all border construction projects ($450,000) will ? 


be obligated (placed under contract) by the end of the year, and that most of the 
bills will have been paid by that time. Accordingly, $50,000 is estimated to be 
carried forwarded as a ‘‘cost” in the subsequent fiscal year. j 
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Analysis of appropriation base 














Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 
1. Assessment and collection of 
duties, taxes, and fees. -.....-.- 5, 236. 1 |$38, 392, 900 | $307, 500 $271, 750 +6.0 —$35, 750 
2, Appraisal of imported merchan- 
2 ee ee 1, 229.8 | 8, 235, 800 56, 250 195, 400 +3.0 +139, 150 
3. Investigations of violations of 
customs and related laws and 
TOGHISTIOOE. anon nconsawannenae 336.7 | 3,185,300} 47,575 17, 800 +3.0 —29, 775 
4, Audit of collection and merchan- 
| aes 87.4 850, 800 2, 750 8, 960 +.3 +6, 210 
5. Analysis and identification of 
merchandise for tariff purposes. 130.3 | 1,129,000 3, 600 8, 900 +1.2 +5, 300 
6. Executive direction. -..........-. 251.0 | 2,071, 200 33, 725 6, 540 +1.0 —27, 185 
OE vas diwndaiinanwienanendl 7, 271.3 | 53,865,000 | 451, 400 509, 350 +14.5 +57, 950 























NET CHANGE IN BASE 
A. Explanation of changes 


1. Estimated savings to be realized during fiscal year 1960 from management 
improvements, procedural changes, etc., are deducted (— $50,000). 4 

2. One-time items provided for in the 1960 budget, including equipment for 
new employees and the reprinting of the customs regulations and manual, are 
deducted (— $83,000). 

3. Fiscal year 1960 has 2 extra paid days, 1961 has 1, only. One day’s pay is 
deducted (— $176,000). 

4, Automobiles replacements funded in 1960 budget are deducted and are 
requested as increases over base in the respective activities. (— $106,000). 

5. Transfer of leases to the General Services Administration (— $36,400). 

6. Increases in salaries of wage board employees which took place in fiscal year 
1959 (+ $204,000). 

7. The Civil Service Commission has published new position classification 
standards for the customs entry officer and liquidator series, GS—1894-0, and for 
the customs appraising and examining series, GS—1892-0. These new standards 
were in effect in fiscal year 1960. The net 1961 cost of these reclassifications has 
been added to the base (+ $175,350). 

8. Additional positions were approved in 1960 budget on a part-year basis, 
allowance being made for recruitment lapse. The difference between the full- 
year cost of these positions in 1961 and the part-year cost in 1960 is added to the 
base (+ $130,000). 

B. Summary of changes 














Manage- 1-time 262d Replace- Leases 
ment im- items paid day | ment auto-| transferred Total 
provements mobiles to GSA 
Reductions: 

Activity No. 1.........--- $50, 000 $43, 275 $125, 000 $307, 500 
Activity No. 2. 12, 750 29, 000 56, 250 
Activity No. 3 * 8, 900 47, 575 
Activity No. 4 2, 750 2, 750 
a dh OC ES TRESS NTS ere 3, 600 3, 600 
AGIWIGY NO. 'G. on cn cnendsclancesiipawes 26, 975 6, 750 33, 725 
Pete  cnddtsstonenssived 50, 000 83, 000 176, 000 106, 000 36, 400 451, 400 
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B. Summary of changes—Continued 


























Additional 
New cost in 1961 
Wage board position of positions Total 
increase costs| standards | funded ona 
part-year 
basis in 1960 
Additions: 
NN so i israrccnn ce omeniieninimnin $82, 650 $108, 300 $80, 800 $271, 750 
SN eg is ca ncewcnonndwaeudwnescacen 116, 650 59, 750 19, 000 195, 400 
C0 > i Sa eee Rot Dandvenncaenenss 16, 600 17, 800 
Ly a eS Spee mmen es. 7, 300 1, 660 8, 960 
ee ha ean ee mel IE Biksicich carpsiainccone 6, 400 8, 900 
EA Sar eee rape ht ew. 5,540 6, 540 
1 Sa eee ee nee, 204, 000 175, 350 130, 000 509, 350 
cD OE ES SRE EIR, ET ek, EP LL. Teen eee +57, 950 





Mr. Gary. We are always pleased to hear from Commissioner 
Kelly, and we shall be very glad to hear from you at this time, 
Mr. Commissioner. 

GENERAL STATEMENT 


Mr. Ketiy. Mr. Chairman and members of the committee, we 
appear before this committee to present and explain our appropriation 
request of $55,875,000 for this fiscal year 1961. 

The Bureau of Customs’ principal function is the assessment and 
collection of import duties and taxes, and incident to this, the preven- 
tion of frauds against the revenue and the prevention of smuggling 
of contraband, including narcotics. 

In performing these duties during the fiscal year 1959 Customs was 
required to inspect the baggage and effects of nearly 144 million per- 
sons entering the United States. It was required to inspect, examine, 
and appraise over 2!4 million shipments of imported merchandise, 
and inspect and clear for entry into the United States over 40 million 
vehicles and trains, 200,000 ships and 170,000 airplanes. These 
figures represent a new high and are substantial increases over last 

ear. 

™ The most significant increase in our workload has been in the 
revenue-producing activities. Formal entries of merchandise re- 
quiring full customs treatment are up almost 12 percent over the 
preceding year and we collected nearly $1% billion, an increase of 
16 percent over the prior year. 

ollections so far this year indicate that they will exceed $1% billion, 
or an increase of over 20 percent, about $200 million over fiscal 1959. 
The increase in appropriation requested for 1961 of slightly over $2 
million represents just about 1 percent of the increased collection 
expected for 1960. In other words, even with the increased appro- 
priation requested here the cost of collecting $100 will again be re- 
duced. It looks as if we will go down to $3.60, and that is the lowest 
in many, many years; I believe it is the lowest ever, again due to a 
rise in collections and a lesser cost of making collections. 

The 1961 estimate for the Bureau of Customs is $55,875,000, an 
increase of $2,010,000 over the 1960 appropriation. More than half 
of this increase, $1,014,000, is required to pay for uncontrollable 
increases in operating expenses, such as wage board rate increases, 
cost of upgrading positions required to be made effective under new 
civil-service standards, the net cost of within-grade-salary increases 
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and the cost of the new health services legislation. These additional 
costs must be paid by Customs. 

$450,000 of the increase is earmarked for the construction of new 
border stations and residences at 15 border ports. These new 
buildings have been sorely needed for many years and I urge you to 
approve of this item. The Immigration andl Naturalization Service 
is requesting a matching fund, as these buildings are used jointly. 

The remainder of the increase requested, $546,000, is for 126 new 
positions and related costs. 


ADDITIONAL PERSONNEL 


One hundred and one of the one hundred and twenty-six new posi- 
tions requested will be used in activities directly connected with reve- 
nue-producing functions. This area of customs work cannot be 
neglected without seriously endangering the revenue, causing incon- 
venience to travelers and harassing delays and financial loss to im- 
porters, and, last but not least militating against the facilitation of 
foreign trade and travel. 

Of extreme importance to us are new positions of liquidators, entry 
officers, and examiners of merchandise. These officers handle the 
bulk of the transactions that directly affect the revenue. It is this 
area that serious backlogs are building up because of the large increase 
in business. 

We need additional inspectors because without them we must either 
reduce the level of general enforcement and do less than required by 
law and regulations or cause delays and inconvenience in the clearance 
of ships, airplanes, vehicles, and their passengers. 

For dena year 1960 the President requested and the Congress 
approved additional funds for this Bureau primarily to meet increased 
workload in almost every phase of its operations. This increase in 
funds was based upon estimates of a 5-percent workload increase in 
1959 over 1958, plus an additional 5-percent increase in 1960 over 
1959. Not only has a tremendous and unexpected upsurge in im- 
ports during fiscal year 1959 already raised the current workload level 
far above the estimate upon which the 1960 appropriation was based, 
but as our 6 months’ chart shows, this upward trend is continuing 
with even increased strength this fiscal year. 

Mr. Chairman, I would like at this time to sbow you our current 
workload and manpower charts which clearly portray the workload 
— we are being called upon to meet. Copies are in the justi- 

cation. 

Mr. GatcHEL.. Copies of the charts begin on page 4 of the justifi- 
cations, Mr. Chairman. 


WS? BPS Ri customs worKLoaD AND MANPOWER 


_ Mr. Ketty. The first chart I would like to introduce in the record 
is ‘Customs workload and manpower.” 

The three items that I will select are entries which represent ‘““New 
business,’’ “Invoices,’’ and ‘‘People employed.” 

You can see last year we thought we had quite an increase, but this 
year our increase in entries is 11.7 percent. In the chart I will show 
you a little later for 6 months it is 17 percent. 
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Invoices, this last year were up 12.1 percent; and in the chart I will 
show you for 6 months it is 17 percent. So there is no slowing down. 

The strange thing to me is, we have lower manpower. I thought 
we would be picking up a little manpower, but this curve shows we 
have a little less manpower than we ever had, and again I do not know 
how we do it. You see the drop in the manpower curve, and there is 
a slight drop from 1958. 

The next chart is for the first 6 months of this year. I concentrate 
on entries, invoices, and collections. 

Entries, 17 percent against 12 percent last year; invoices, 17.6 per- 
cent; and collections, 21.3 percent. So we are most certainly a pay- 
ing business. These other things have all gone up, but the ones that 
the committee and we are interested in are the entries, invoices, and 
collections. 

I usually show you the liquidation chart, and that is never a pretty 
picture and it is worse now. I will cover that later. 

At the end of fiscal 1960 the backlog was 864,000. We are now 
up to a backlog of over 1 million. 

I have been asked two or three times by the committee as to why 
we do not get any complaints. Well, we have instituted a system 
whereby a quick review is made of every transaction within about a 
month after the goods are imported, and if there is any substantial 
change in the duty to be paid we notify the importer or broker in a 
memorandum, and if he gets the formal liquidation 6 months later 
it confirms to him what he already knows. He isnot surprised. This 
involves extra work, but it is a service to the people and well justified. 


LIQUIDATORS 


Now the first subject I would like to go into in detail is liquidators. 
You will recall I said last year that these positions were probably 
the most urgently needed of all those requested. The need is even 
greater this year. Entries liquidated per man increased again in 
1959, and we actually liquidated more entries than ever before in 
any one year. Yet the number of incoming entries went up so fast 
that our backlog of ualiquidated entries, which was 864,000 at the 
end of fiscal 1959, is now over 1 million entries. 

We are faced with another situation which has arisen since our 
estimate and this statement were prepared. The Customs Court is 
making bulk disposition of approximately 300,000 entries of distilled 
spirits, some dating as far back as 1936. The reliquidation of these 
entries is extremely complex and time consuming, and will require 
approximately 100 man-years of liquidating personnel. The signifi- 
cance of this extra workload is emphasized by the fact that the 100 
man-years required are equivalent to nearly 50 percent of our total 
annual manpower devoted to liquidation. This means that our back- 
log will grow much larger than had been anticipated, due to this 
unanticipated load this year, and may well approach the 1.5 million 
mark by this time next year. 

If I can briefly explain the reason for this, the original concept of 
duty on these bottled liquors was what came into the country, but 
subsequent legislation determined that what went into consumption 
was dutiable and not what came into the warehouse. There is quite 
a bit of pilferage and breakage and things like that, and according to 
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the court’s ruling we have to go through and reliquidate all these 
liquor imports. e just have to do it. 

We are constantly studying the liquidation problem. We liqui- 
dated nearly 40,000 unconditionally free entries at subports and trans- 
ferred more than 20,000 entries from ports with backlogs to other 
places with seasonal surpluses of liquidating manpower. All these 
efforts have helped, but we are being swamped by the tremendous 
number of new entries being filed. The 25 additional liquidators 
requested for 1961 are urgently needed. 

We will also have to give a lot of thought to how to handle this load 
that is on top of us. ¥ liquidator is a highly skilled fellow, and you 
cannot pick a person off the street and put him to work as a liquidator. 
But I can assure you we go to bed every night worrying about our 
liquidations. 

CUSTOMS INSPECTORS 


Forty-one additional customs inspectors are requested to staff new 
border crossings, to man new and existing foreign air preclearance 
points, and to meet the sharply increasing workload along the St. 
Lawrence Seaway and throughout the country. 


NEW BORDER CROSSINGS AND PRECLEARANCE 


Rapidly increasing workload at existing ports, far greater than was 
expected, is not the only problem facing us. In addition, a new major 
border crossing has been opened in El Paso, Tex., at Cordova Island. 
I have a picture of the Cordova Island station. It is the finest cross- 
ing on the Mexican border. I was down there right after Christmas. 
It is an augury of the better stations we will have on the whole Mexican 
border. It was opened with a big celebration. They opened it on 
Lyndon Johnson’s birthday. We had to scrape up inspectors here 
and there, to cover this new entrance, but it is manned now and they 
are doing a grand job. To me it is the best set up crossing on the 
Mexican border. 

A greatly enlarged inspection station is under construction at San 
Ysidro, Calif., and an air preclearance point has been established at 
Nassau, Bahamas. The new Cordova Island station, opened August 
27, 1959, is already processing about 5,000 vehicles and 15,000 persons 
per day, even though it is open to noncommercial traffic only, and for 
only 16 hours per day. There is every indication that 24-hour service 
will soon be required—in fact, it has been authorized as of July 1, 
1960—and as quickly as truck examination facilities can be built by 
the GSA, the station will be opened to both inbound and outbound 
commercial traffic. 

When I think of what happened a few years ago with three inade- 
quate lanes coming into this country at the Santa Fe Street Bridge, 
this is a tremendous improvement, and we will do a better job in in- 
specting for contraband, for narcotics, and everything that comes in 
in that area. 

At San Ysidro, Calif., the entrance is being widened from 8 to 19 
lanes of traffic. Twelve lanes are now in operation and the remaining 
seven, together with new secondary inspection facilities, will be com- 
pleted this spring. I was there right after New Year’s watching the 
racing traffic coming in, and I was well pleased with the way the in- 
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spectors were handling the cars, sending a substantial number to the 
secondary inspection lanes for closer inspection. There is nothing 
perfunctory about the inspection. 

Preclearance of air passengers and their baggage was begun August 
1, 1959, at Nassau, Bahamas. This preclearance point now handles 
more than 275 planes and 15,000 passengers per month. None of 
these new facilities was even contemplated in our 1690 appropriation 
estimate. I might say this Nassau preclearance has been highly suc- 
cessful. Mr. Strubinger was there a short while ago and can tell you 
anything you want to know about it. 

We have been forced to staff these places with some of the new man- 
power which you approved for this year expressly to meet workload 
increases at the existing ports. Our workload has grown far beyond 
our estimates. Accordingly, in our 1961 estimate we are requesting 
funds to recoup the manpower we have had to use at these new facili- 
ties. A total of 24 inspectors are requested for this purpose. 


ST. LAWRENCE SEAWAY 


Vessel traffic and imports through the deepened St. Lawrence Sea- 
way during its first year of operation increased approximately 50 per- 
cent above 1958 levels. Nearly 50 percent more direct foreign vessel 
arrivals came into Cleveland as in 1958 and formal entries were up 
46 percent. Detroit, Chicago, and Milwaukee showed similar large 
increases in business. The additional manpower approved last year 
has helped greatly. There is every indication that a continuing in- 
crease in business may be expected during the years ahead. To meet 
this additional workload, we are requesting eight more men for this 
area in 1961. 

A conference of our operating people from the Great Lakes ports will 
be held in Washington before the next season begins to review our 
procedures for that season. As a typical situation, ships from foreign 
countries are now beginning to sail into the lakes from areas where 
destructive plant pests and animal diseases are prevalent. A preven- 
tive program will be worked out with the Department of Agriculture as 
a result of information determined at this meeting. 


SEA AND BORDER PORTS 


The workload increases I have been discussing are not limited to 
afew areas. On page 18 of our justification, we have listed nine of our 
smaller and medium-sized ports with the largest growths. They are 
spread from Champlain, N.Y., with a 12.4-percent increase to 
Charleston, S.C. (56 percent) and Miami, Fla. (19 percent), to Hous- 
ton, Tex., with 36 percent and Nogales, Ariz., with better than 20 
percent. 

That shows you the great diversity of ports with a consistent increase 
in load. I was surprised when I was in Los Angeles early this month, 
my early recollection of their collections was 28 million annually. 
Last year they had 85 million in collections. 

At Miami and Port Everglades, Fla., we are faced with a particularly 
acute problem. For the first time, large cruise ships, each carrying 
from 300 to 500 passengers, are coming in, often several at a time, to 
these small ports where we do not have the inspectional manpower 
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properly to examine this volume of passengers’ baggage. We are 
using clerks, appraisers, agents, and everyone else available to clear 
these people as best we can. It is an extremely difficult job. 

This is an example of the many manpower problems which arise. 
The additional people approved last year have provided some relief, but 
here, again, the unexpected workload increases have more than 
absorbed the increase in manpower, and still the workload continues to 
rise. There is no apparent end to this increase. We are requesting 
nine new positions of inspector for 1961 for use in these areas. 


GENERAL DEVELOPMENTS IN HANDLING OF IMPORTS AND PASSENGERS 


I would like to take a moment here to review general developments 
during the past year in our handling of imports and passengers, and 
also several procedural changes which I believe are of interest to you. 

You remember Jast year the committee visited the piers of New York 
on a somewhat inclement day. We are still working to improve 
baggage inspection on the piers. 

The problem of extremely bad pier facilities for examining baggage 
at New York is still very much with us. The Holland American pier 
is under construction with completion scheduled for early 1962. This 
will be a great step forward. In addition, we have set up a working 
committee with the shipping interests in New York to devise and work 
out any and all possible improvements, both in our area and in the 
steamship and pier operations. They have already come up with some 
ideas for consideration. For example, it may be possible to examine 
all except “hold” baggage before the ship actually docks. Under this 
proposal all hand baggage would be assembled on the promenade deck 
and examined there as the ship came up the stream. This idea is being 
pilot tested, and we have met favorable response from the public and 
the press. This, again, would shorten the time the passenger waits 
on the docks. 

A second proposal is to fill in a portion of the water areas between 
alternate piers to provide additional pier width for baggage examina- 
tion and other purposes. The steamship companies are looking into 
this possibility. 

In the foreign mail processing area—and I might say this is the 
first year in many years our incoming mail packages have dropped. 
This drop amounts to 3 percent to a total of 41 million packages. 
I think the reason is people are getting fed up a little with these 
cheap gimmicks such as “gift of the month’ that used to clog up 
our mail, and that accounts for the drop, but there is still plenty of 
mail coming in. 

We have expanded the use of our conveyor belt facilities in the 
appraiser office at New York so that this office now processes all 
ordinary and insured parcel post arriving by vessel at New York 
and destined anywhere in the United States except the west coast, 
Alaska, Iowa, Illinois, and the District of Columbia. Our Chicago 
office is similarly processing ordinary and insured parcels arriving in 
that city consigned to 12 Midwestern States. We have installed 
mechanical conveyors at both Chicago and Honolulu to speed mail 
handling at those points. It is worthy of comment that in all of 
these improvements we have had the full support and help of the 
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Post Office Department; I think our handling of parcel post packages 
has arrived at a stable and good condition. 

Among many other steps which we have taken to facilitate inter- 
national trade and travel are (1) delegating to collectors and appraisers 
the authority to issue binding tariff classifications under certain 
circumstances, (2) simplifying entry requirements for unconditionally 
free merchandise and (3) authorizing the clearance by telephone, 
instead of in person, of certain private aircraft bound for Canada. 
These were all nuisance procedures. 

On the legislative side, a new Customs Administrative Act, H.R. 
9146, was introduced which, among other things, would permit an 
administrative review of appraisements, and a final determination of 
duties and taxes to be made before final appraisement. These 
changes, if approved, will help us materially to expedite final 
liquidations. 

At the risk of oversimplification, the appraiser cannot make any 
corrections even though there is an error; the broker has two places 
he can make an sc and protest and delay for months the payment 
of duty. This bill would permit the appraiser to make routine 
corrections and give the importer or broker only one appeal time 
and require his paying the duty before he made the appeal, so that 
it would not be any advantage to him to postpone the payment of 
duty by making the appeal. This is important to us because 
— hang for years on appeals and we are not able to complete 
them. 

The growth of customs activities at Idlewild is simply fantastic. 
The estimated collections alone for the 1960 fiscal year will approxi- 
mate $65 million, which will give it a position of fourth in individual 

orts in the whole country. The jetplanes are bringing in passengers 
in such numbers we have difficulty in handling the peaks. The down- 
grading of DC-7’s to cargo carriers has caused the cargo load to burst 
all bounds. And we now find they are building large jets to handle 
cargo loads. So we are running like mad and we are just about keep- 
ing up with the business. 

As I reported last year, we are continuing to examine substantially 

incoming passengers’ baggage, with the financial assistance 
($1,086,000) of the Department of Agriculture. This practice serves 
not only their purposes of protecting against harmful plant and ani- 
mal pests and diseases, but also makes for more effective customs 
examination. Seizures at Idlewild following this practice have been 
again outstanding, totaling $338,000 during 13 months, October 1, 
1958, through October 31, 1959. 

I found also in connection with the Mexican facilities that the more 
we improve our facilities the more contraband we seize. I am de- 
lighted with our enforcement in depth on the Mexican border, in our 
inspection of people who are bringing in contraband. 

e have taken substantial steps forward in the field of employee 
training. We now have a full-time training officer to assist us in 
developing a servicewide training program. We have developed a 
management course for customs supervisors, and have given the 
course twice, at Detroit and at San Francisco. The 32 supervisors 
not only received the course themselves, but were also trained as 
instructors to conduct such a course in their own areas. We have 
also trained a group of 20 new junior examiners in a 3-month course 
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designed to shorten the period previously required before these men 
can perform their jobs effectively. We have some grand men and 
they are at work right now. 

We also participated extensively, through the cooperation of the 
Internal Revenue Service, in their summer management institutes. 


BORDER BUILDINGS 


Last year I reported to you that, acting jointly with the Immigration 
and Naturalization Service, we completed three border stations and 
six associated residences at Pinecreek, Minn., Turner, Mont., and 
Andrade, Calif. Our 1961 estimate includes funds for 15 new stations, 
mostly on the Canadian border. Customs and Immigration opera- 
tions at these places are being carried on either from temporary 
trailers at the border, or in poor, inaccessible, and inadequate rented 
facilities. Often these offices are several miles below the border, with 
one or more intervening lateral roads which permit arriving vehicles 
and persons to ignore Customs and Immigration requirements. Not 
only are the existing facilities inadequate from an operating point of 
view, but in many cases they are actually ramshackle in appearance 
and a disgrace to this country. 

Accordingly, we are requesting $450,000, and Immigration a like 
amount, to construct 15 sorely needed new stations. I would like to 
point out that the maximum which now may be spent on any one 
project is $60,000, $30,000 by each Service. The estimate of 15 
projects for $900,000 is based upon this limitation. The stations and 
cottages proposed are of the barest “‘stripped down” nature, in order to 
keep within the limitation. There is now before the Congress legisla- 
tion which would increase the limitation to $80,000 —$40,000 from each 
Service. If this legislation is approved, and we sincerely hope it will 
be, we will be able to construct better quality stations and residences, 
but we may not be able to complete all 15 projects with the $900,000 
requested by the two Services. 


APPRAISEMENT OF IMPORTED MERCHANDISE 


Twenty-five new examiners are requested in our appraisement 
activity. Ireported last year that our appraisers were being swamped 
by the tremendous volume of imports. That statement is even truer 
today. The volume of invoices received increased from 1,375,000 to 
1,454,000 in 1959 over 1958, or by more than 12 percent. This work- 
load is continuing to grow this fiscal year at an even more accelerated 
rate. The number of dumping complaints increased 250 percent last 
year. Appraisers assisted our headquarters staff to evaluate these 
complaints by securing price and trade information with respect to the 
commodities. There is every indication that this heavy volume of 
dumping complaints will continue as domestic industry is becoming 
increasingly aware of import competition. 

Here, as in liquidation, we have a serious backlog situation. The 
total of our unappraised invoices on hand over 30 days old increased 
from 176,000 to 219,000, or by nearly 25 percent. The additional per- 
sonnel approved last year are helping materially, but even with the 
new men our appraisers are simply not able to keep up with the 
tremendous workload increases. More manpower is urgently needed 
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if we are to avoid still greater delays in determining dutiable value, 
with the resultant delays in final liquidation. 


INVESTIGATIONS OF VIOLATIONS OF CUSTOMS AND RELATED LAWS AND 
REGULATIONS 


Our 1960 appropriation estimate requested, and Congress approved, 
30 additional positions of junior criminal investigator—customs agent— 
GS-7, to intensify plainclothes undercover work in the drive against 
the smuggling of contraband, including the important item of nar- 
cotics. To continue strengthening this most important part of our 
enforcement program, we are asking for an additional 25 GS-7 inves- 
tigators for 1961. As I stated last year, we expect that a total of 
from 100 to 125 men will eventually be needed over a period of years 
for this part of our enforcement work. 

The plainclothesmen on our waterfront will be trained enforcement 
people directed by trained enforcement people. In Los Angeles early 
this month I found nine very fine young men who had been through 
our enforcement school and who will quickly become skilled agents. 
They are all working busily in undercover work, and developing case 
after case. I was very much pleased with what I saw there. 

The men hired last summer have completed their training period 
at the Treasury Enforcement School here in Washington, and have 
been assigned to the west coast, Florida, and the Mexican border. 
Already their beneficial effect is being felt and they will continue to 
increase in effectiveness as they gain additional experience. 

We sincerely hope we can continue this effective strengthening of 
our investigative enforcement staff in 1961. 

By increasing the number of these young enforcement agents who 
are fully trained in modern enforcement techniques, we can do this. 
We have by no means slowed down on our enforcement activity. It 
seems that half my day is spent on enforcement. Mr. Emerick has 
prepared his annual statement on enforcement which can be entered 
at your pleasure in the record, Mr. Chairman. 

We have many interesting cases and we can use the report on inves- 
tigative and enforcement activities I referred to as a basis for any dis- 
cussion you may have in regard to our agents and the work of our 
agency. 

Mr. Gary. Without objection, that report will be inserted in the 
record immediately following the Commissioner’s statement. 

(The report follows:) 


INVESTIGATIVE AND ENFORCEMENT ACTIVITIES 


This is a report on the operations of the Division of Investigations, Bureau of 
Customs, and of its investigative field force, the Customs Agency Service, for 
the period June 1958 to January 1960. As of the latter date there were 227 
customs agents and customs representatives and 17 customs enforcement officers 
on the rolls of the organization. 


MAJOR ENFORCEMENT PROBLEMS 


The Division of Investigations was confronted with the following four major 
enforcement problems during the period under review— 
1. The smuggling of narcotic drugs into the United States. 
2. The smuggling of munitions of war from the United States, 
3. The smuggling of watch movements, and 
4. The fraudulent undervaluation of imported merchandise. 
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THE SMUGGLING OF NARCOTIC DRUGS AND MARIHUANA 


Probably the outstanding event of the year was the disposition of the case 
against some of the 40 top Mafia leaders at “New York City, who had been under 
investigation by a special sauad on which customs was represented, working 
under the direction of the U.S. attorney. 

After a 3-month trial, 15 of those indicted were found guilty on April 3, while 1 
was found not guilty. On April 15, those found guilty were sentenced. Vito 
Genovese and Joseph DiPalermo were given 15 years each, and were each fined 
$20,000, —_ Salvatore Santora, with 3 previous offenses, was sentenced to 
serve 20 yea In addition, there was 1 sentence of 14 years, 2 of 12 years each, 
4 of 10 years aii, 3 of 7 years each, and 2 of 5 years each. Even the acquittal 
mentioned above is academic, as the defendant involved, an important trafficker 
from California, is presently serving a 20-year sentence, and will probably be 
named in additional pending actions. Some 20 of the defendants still remain to 
be tried. 

Another important case in which customs officers participated arose in Japan. 
Acting on information, armed service investigators arrested an airman in posses- 
sion of 5 pounds 7 ounces of morphine base and 4 pounds 11 inces of 95 percent 
heroin which he had smuggled into that country from Hong Kong. The intended 
consignee of the heroin, a Chinese, was arrested by the Japanese authorities. 
U.S. customs officers transmitted details on the case to the Hong Kong police, 
who were able to arrest the two Chinese that had supplied the contraband. A 
customs officer also accompanied Armed Forces investigators on a flight to Korea, 
where a dummy delivery was made to three intended recipients of the morphine, 
who were arrested by the Korean authorities. 

A second ease involving Japan which came to a gratifying conclusion was that 
of Robert Leon King, a notorious Seattle trafficker, who had been apprehended 
in Tokyo after mailing to the United States a package containing about 6 ounces 
of heroin and a quantity of cocaine, but who had subsequently jumped bail and 
fled to the United States. After he was located in this country, he was first 
arrested for an immigration violation, following which a narcotic conspiracy 
charge was laid against him. The Japanese authorities sent several officials to 
San Francisco to testify at his trial, and also supplied numerous exhibits. One of 
these was the rented typewriter used to address the package of narcotics. This 
machine was so ancient that various letter bars had been replaced with others of 
different type faces, giving an overall result that was highly distinctive. King 
was sentenced to serve 12 years and fined $3,000, while his principal coconspirator 
was sentenced to 7 years, with a $1,500 fine, and a third man who had helped him 
return illegally to the United States was put on probation and fined $500. An 
interesting feature of the case lies in the fact that while King could not be tried in 
the United States for the substantive offense committed in Japan, the conspiracy 
charge, as now embodied in the law amended in 1956, provides equally severe 
penalties. 

The largest seizure of heroin effected by our officers in the United States during 
the past 18 months was one of 44 ounces made at San Ysidro on July 18, 1959. 
This was of low grade, cut with procaine, which has occasionally shown up on 
that part of the border. The case had an interesting feature in that when the 
officers visited the smuggler’s home, they encountered there an associate who had 
helped build the secret oe in the car where the narcotics were concealed. 
This associate has recently been sentended to serve 10 years; the smuggler himself 
became a fugitive, having forfeited $20,000 bail, but was recently arrested in 

Salt Lake City, and is now awaiting trial. 

Two other large heroin seizures were one of 17.8 ounces made at San Ysidro, 
Calif., and one of 13 ounces made at New York jointly with Federal narcotic 
agents, on the basis of a lead worked up by customs. Each ." the violators 
involved was sentenced to serve 10 years. The defendant in the New York case 
had been a respected citizen, owner of an airplane and sponsor of a Little League 
baseball team. 

An important case was worked up by customs agents in San Francisco, who 
received information that Henry On was having seamen smuggle heroin to him 
from the Orient, and selling it. Investigation failed to pinpoint the smuggling 
operation, but did serve to disclose the location of On’s cache of heroin. At this 
point the case was referred to the Federal narcotics agents, who called in State 
officers and police for a four-way joint operation. On was arrested as he visited 
the cache, and 1% ounces of pure heroin was seized. Leads developed from this 
Operation permitted Federal narcotic agents to arrest 10 other Chinese violators, 
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including one in possession of 11 ounces of heroin. Attention was also turned 
once again to the matter of smuggling, with the result that customs agents, 
operating with other Federal and State officers, were able to consummate an 
undercover case against three Chinese Seamen, with the seizure of an additional 
7 ounces of smuggled heroin. These violators were sentenced to serve 5 years each. 

Seizures of smaller quantities of heroin were as numerous as usual, with San 
Ysidro the hottest spot both as regards addicts carrying small private supplies, 
and commercial traffickers of some significance. Eight seizures at San Ysidro 
ranged from 2 ounces to 7% ounces each, with the average about 4 ounces. The 
only other comparable seizure was one of about 4 ounces made at El Paso. In 
practically all of these cases the defendants were successfully prosecuted. 

Seizures of cocaine made during the fiscal year were not substantial, but several 
subsequent cases indicate that this narcotic may have been arriving in considerable 
volume. Working through the development of leads obtained in connection 
with a seizure of 3% pounds a year ago last May, customs agents at New York 
City were able on August 28, 1959, to effect the arrest in a hotel of a retired 
Chilean naval officer who had in his possesion 1 kilo of pure cocaine which he 
had smuggled into the United States by carrying it on his person when he arrived 
at Miami by air the day before. He was sentenced to serve 1 year and 8 months. 

A second important seizure of cocaine was made prior to the arrival of the drug 
in the United States. For some time customs officers stationed in Havana have 
been giving attention to persons suspected of smuggling cocaine from South 
America to this country via Cuba. The cooperation of the police in Guayaquil, 
Ecuador, and of American consular authorities there and in Panama, developed 
information which was placed in the hands of the Havana police, and made it 
possible for them on September 12 to seize a suitcase which arrived by air from 
Guayaquil containing 1% kilos of cocaine. The woman owner was arrested, 
— with her two male accomplices, one of them a police officer. 

he desperate character of these people was shown by the fact that on October 
11 the judicial office where this case had been presented was burglarized, and a 
safe containing the evidence was stolen. Two days later the safe was found 
hidden in some brush off a highway, and was recovered intact, with the evidence 
inside. Next day the authorities were able to arrest three of the four men 
responsible for the burglary, one of them a well-known narcotic trafficker. 

rom Cuba the center of interest then shifted to Mexico City, where U.S. 
customs representatives had been investigating a gang suspected of smuggling 
South American cocaine to the United States. Working on the basis of informa- 
tion thus developed, the Mexican authorities were able on September 26, 1959, 
to carry out several raids. One of these involved the destruction of a clandestine 
cocaine laboratory operated on a small farm just outside the city, while two 
others took place at homes in town. Seizures aggregated 6.2 kilos of refined 
and unrefined cocaine, plus 3.1 kilos of crude opium—probably the largest seizure 
of cocaine ever made in North America. Of the 17 defendants arrested, 4 were 
Cuban men, 8 were Mexican men, and 5 were Mexican women. One of the 
men arrested was the narcotic chemist, while several of the women were smugglers; 
it was established that 4 or 5 of them had made one or more trips to American 
cities, carrying a kilo of cocaine each time. 

Meanwhile the American consular authorities in Guayaquil had remained alert, 
and on November 16, 1959, they reported by cable the departure for Miami of 
an associate of a narcotic trafficker originally brought to their attention by our 
Havana office. When he stepped off the plane at Miami the next morning, 
customs officers were waiting for him, and found in his suitcase a false com- 

artment, which contained 102 ounces of practically pure cocaine, believed to 
“ the largest seizure of that drug ever made in the United States. The violator 
was found guilty by a jury on three counts, and is now awaiting sentence. 

The item which continues to appear in largest volume, and which occupies 
90 percent of the time of our agents stationed on the Texas border, is marihuana. 
As in recent years, this traffic moves mainly to the Midwest for distribution. 
Tabulated below are the principal cases of the past fiscal year which are known 
to have been a part of this movement. 
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Date Place Pounds) Defend- Sentences 
ants 
July 15,1958 | Chicago, Ill___.......- 59 2 | 10 years, 5 years. 
July 27,1958 | Detroit, Mich___.. 97 3 | Not reported; State prosecuted. 
July 30,1958 | Crystal City, Tex..... 40 7 | 10, 5, 5, 5, 5, 5, 3 years, 
Sept. 4,1958 | Cotulla, Tex. ........- 36 2 eo 1 caught in California and sentenced 
or ary. 
Sept. 20,1958 | Eagle Pass, Tex....... 7 1 | 3 years. 
Nov. 11, 1958 | Dwight, I___-..-..._- 7 1 | Not reported. 
Nov. 22, 1958 | Chicago, I 119 2 | 5 years, 2 years, 
Dee. 13,1958 | Brookfield, Il_.. 78 2 | 3 years, 5 years suspended. 
Dec. 19,1958 | Eagle Pass, Tex- 1 | 5 years. 
Jan, 28,1959 | Falfurrias, Tex_. 62 3 | 10 years, 10 years, prosecution declined. 
Feb. 7,1959 | Chicago, Ill__-.......- 78 3 | 5 years, 5 years, suspended (2). 
Feb. 28,1959 | Eagle Pass, Tex_...... 24 4 7 —, § ); fugitive (1); 2 years for failure 
0 re; r (1). 
April 3,1959 | Laredo, Tex_.-....-... 20 1} Not reported. 
May 11,1959 | Chicago, IIl_........... 70 1 | Not reported. 
May 12,1959 | Carrizo Springs, Tex_- 53 1 | Not reported. 
June 9,1959 | San Antonio, Tex-_.--- 135 0 
Total __ 1, 104 . 




















These cases were developed for the most part by agents in Texas, who in many 
instances went to cities in the Great Lakes area to assist in the surveillance and 
arrests. 

The latest in this series of cases was made very recently indeed. On January 
2, 1960, a customs agent in Eagle Pass, Tex., received information that a load of 
marihuana had just passed through without being detected, and he was able to 
supply a description of the car to Chicago, where three agents from Texas hap- 
pened at that time to be, serving as witnesses in the trial of a previous case. 
An alert was put out with the Illinois State police, who picked up the car as it 
passed through Springfield the next day and brought it to Chicago, where the 
agents persuaded the driver to cooperate by going through with the delivery of 
the 65 pounds of marihuana involved. The recipients proved to be a well 
known trafficker and his associate. Prosecutions are pending. 

In a letter written after seven of these cases had been presented in court, all 
resulting in conviction, the U.S. attorney at Chicago commended our officers 
on their careful management of the investigations, and said, ‘‘We feel this type 
of case has been and will continue to be instrumental in obtaining convictions of 
defendants who cannot be apprehended in any other fashion.” 

The largest single marihuana seizure of the past 18 months was made at New 
York City. Customs agents at Eagle Pass, Tex., had received information about 
this shipment, and had been keeping a suspect under surveillance, but missed 
him when he arrived from Mexico with the contraband and departed for New 
York. Information was accordingly telephoned to the customs agents in New 
York, who placed lookouts with the police in two States, as well as with the 
Port of New York Authority. Three days later, on November 9, 1959, a port 
authority patrolman saw the car enter the Lincoln Tunnel, and had it stopped 
when it emerged in New York. It was found to contain about 172 pounds of 
marihuana concealed in the body panels. The car and its three occupants were 
turned over to customs, and they agreed to cooperate with the officers by making 
delivery of the contraband to Esteban Lastra Padilla and one of his henchmen, 
both Cubans, who were arrested. The arrest of Esteban Lastra Padilla was 
peculiarly gratifying, as he was a well-known trafficker, on bail in a cocaine case 
at the time of his arrest; his brother Julio had last March been sentenced to 
serve 10 years for conspiracy in a cocaine smuggling case made by customs in 
1957. All five defendants arrested in the present case pleaded guilty or were 
guilty or were found guilty, and are now awaiting sentence. 

Probably the most picturesque case of the year occurred on June 14, 1959, at 
the famous Woodbine Check west of Calexico, Calif., which gained nationwide 
notice in 1947, when embattled agents seized 138 cans of smoking opium from 
four smugglers, one of whom was arrested, while two others later died of wounds. 
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Again on the same spot in 1956, customs agents seized 27 pounds of marihuana 
from two smugglers armed with pistols and a knife with a 7-inch blade, which 
quick work by the agents prevented them from using. 

In the latest incident, four customs agents, an immigration officer, and a State 
narcotic officer brought to conclusion an undercover case on which they had been 
working for about a month. Pursuant to an agreement, three violators brought 
from Mexico to the delivery point 83 pounds 12 ounces of marihuana and 756 
grains of heroin, but at the last instant became suspicious of the officer acting 
under cover and began shooting at him. He dived into a ditch, and other officers 
concealed in the vicinity came forth to enter the battle. By the time this was 
over, after an estimated 32 shots had been fired with no casualties, the three im- 
portant violators and the contraband were all in custody. A fourth violator is a 
fugitive. The three persons arrested were all sentenced to serve 5 years. 

There were, of course, other large seizures of marihuana. One was a lot of 
100 pounds destined for New York City, which was seized at Brady, Tex., on 
July 1, 1958, with no arrests. Another was a lot of 160 pounds, together with 1 
ounce 120 grains of heroin, which was apprehended at Oceanside, Calif., by immi- 
gration officers on October 25, 1958; one defendant was arrested, and sentenced 
to 15 years. 

In December 1958 customs and narcotic agents broke up a ring which had been 
importing marihuana from Mexico and distributing it in Hollywood and Beverly 
Hills, Calif. Seizures aggregated 65 pounds, while six defendants were arrested. 
One of these was sentenced to 15 vears and three to 5 years each, while two were 
acquitted. In January, San Luis, Ariz., saw two seizures of 64 pounds and 94 
pounds, with two violators sentenced to 5 years and 18 months, respectively. 
On March 21, customs agents at Bishop, Tex., seized 91 pounds of marihuana en 
route to Houston; the defendant jumped $5,000 bail, and is a fugitive. 

Smuggling by air is believed to be taking place on a substantial scale, particu- 
larly in Arizona and California, where there are numerous small isolated fields. 


THE SMUGGLING OF MUNITIONS OF WAR OUT OF THE UNITED STATES 


During the past vear, attempts have been made to overthrow by force of arms 
the governments of Cuba, Panama, Nicaragua, and the Dominican Republic. 
This has resulted in numerous violations of that part of the Mutual Security Act 
which governs the exportation of munitions of war. Most of the violations in- 
volving arms smuggling have been centered in Florida. 

The outstanding case of attempting to smuggle munitions of war from the 
United States occurred in the Miami district. One Leonard Trento, of Newark, 
N.J., offered a customs agent $100,000 to permit the illegal exportation of arms 
and ammunition. Permission to give ostensible cooperation was cleared with the 
Bureau and the Office of the Attorney General. As the scheme progressed, the 
Dominican consul general, one Augusto Ferrando, and Joseph Liquori, a Miami 
policeman, were brought into the case. 

On May 21, 1959, after agents had accepted $1,400 tendered as bribes, and 
after the arrival at Miami ot 200,000 rounds of ammunition, 44 rifles, 15 machine- 
guns, a quantity of extra clips, barrels and trigger assemblies, arrangements were 
made for shipment of this merchandise to the Dominican Republic by means of 
a Globemaster airplane. Miami customs agents proceeded to the warehouse 
where the arms and ammunition were stored and observed the transfer thereof 
from the warehouse to a truck for transportation to the airport. 

The munitions of war were transferred from the truck to a Globemaster cargo 
plane on the morning of May 22, 1959, and after the loading had been partly 
completed, the persons involved in the attempted illegal exportation were arrested. 
On December 30, Ferrando, Liquori, and an associate were granted suspended 
sentences, with probation for 5 years, 2 years, and 3 years, respectively. Liquori 
and the associate were also fined $250 and $10,000, respectively. Charges against 
other defendants are still pending. 

On July 29, 1958, customs agents at Miami, acting on information received 
from the office of the supervising customs agent at New York, and aided by 
customs inspectors and customs enforcement officers, seized a large quantity of 
arms and ammunition and a C—46 airplane, and arrested 16 persons, 13 of whom 
identified themselves as citizens of the Dominican Republic. At that time, an 
attempt was being made to export the arms and ammunition in violation of the 

Mutual Security Act in order that the individuals might invade the Dominican 
Republic in violation of the Neutrality Act. The persons involved in the viola- 
tions were fined $250 each and placed on probation for 1 year. 
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On September 5, 1958, seizure was made of the American gas screw Harpoon, 
with a quantity of munitions aboard. 

On November 29, 1958, customs agents at Miami seized the MV Restless II, 
with a large quantity of munitions, and arrested eight persons. 

On December 10, 1958, seizure was made of the MV Capehon at Marathon, 
Fla., together with three automobiles, a quantity of munitions, and the arrest of 
eight defendants, all Cubans. The total appraised value of the vessel, vehicles, 
and munitions was in excess of $59,000. 

On December 21, 1958, customs agents, with the assistance of two deputy 
sheriffs, an agent from the U.S. Wildlife Service, and a border patrol inspector, 
seized two automobiles, the American oil screw Lucky Star, and a large quantity 
of munitions of war at Bahia Honda on the Florida Keys. Eight persons were 
arrested at that time, including five Cubans. The total appraised value of the 
vehicles, vessel, and munitions amounted to $34,149.20. 

Several of the cases made in 1958 involved Castro partisans endeavoring to 
overthrow the Batista regime in Cuba. At the beginning of 1959, as is well known, 
Batista went out and was succeeded by Castro. Cases made since that time have 
involved persons of various factions trying to overthrow Castro. 

One of these which gave rise to a surprising amount of publicity had to do with 
Gen. Pedro Luis Diaz Lanz, former chief of the Castro air force, who came to 
disagree with the regime but could not make his objections ‘eard, and ultimately 
fled Cuba. On October 21, 1959, he loaded a B-25 piane with some 180,000 
leaflets stating his case, and proceeded to ‘bomb’? Havana with them. Castro 
protested violently to our Government, and on October 30 the plane was seized 
for various export control violations. 

The most recent case was of a more serious nature. At the end of November 
1959, officers in Miami learned that an attempt was being made to rent a plane, 
the suspicion being that it would be used to export jewelry stolen a few days 
earlier in New York. As the operation progressed, however, it became evident 
that the principals were Cubans and that arms were involved. On the afternoon 
of November 29, customs agents set up a surveillance at an isolated crop-dusting 
airstrip 30 miles south of Miami. When the plane landed and came to a stop, a 
Cadillac occupied by five Cubans pulled alongside with its trunk already open. 
By the time the customs agents reached it, there had already been loaded on the 
plane three homemade bombs, each containing 32 pounds of dynamite. There 
were also found blasting caps and fuse, together with a map showing the course of 
an intended flight to Cuba. The five violators were arrested and held under bail 
ot $2,500 each. Experts found that the dynamite in the bombs had deteriorated 
to such an extent as to be unstable and dangerous, and it was, therefore, destroyed. 


THE SMUGGLING OF WATCH MOVEMENTS 


Acting on intormation, customs agents at New York City on September 14, 
1959, seized 3,050 unmarked Swiss watch movements, valued at about $20,000, 
from an individual who was attempting to peddle them from a hotel. This 
person had arrived the day before from Los Angeles, and the fact that the move- 
ments bore no identifying symbols was a clear indication that they had been 
smuggled. This had apparently been done under the standard scheme pursuant 
to which movements are shipped by air from Europe via New York to Tijuana, 
Mexico, and smuggled back over the border somewhere in the Southwest. The 
violator in this ease was held unaer $10,000 bail, and investigation continues. 

Another avenue which permitted the smuggling of watch movements and possi- 
bly diamonds into the United States was discovered in connection with in-transit 
passengers arriving at the Dorval Airport, Montreal, Canada, from Europe. On 
the evening of May 13, 1959, a citizen of the United States who resided in New 
York was apprehended by Canadian authorities at the airport while he was at- 
tempting to transport watch movements valued in excess of $17,000 into the 
United States. The information which permitted this arrest had been provided 
by U.S. officers stationed at Dorval. Investigation of this case established that 
the violator had obtained the watch movements in Europe and smuggled them 
into Canada as an in-transit passenger to Mexico City. Two days following his 
arrival in Canada he changed his travel plans and attempted to depart for New 
York via Trans Canada Airlines. The watch movements were concealed on the 
smuggler’s person and in two small bags which he was attempting to take aboard 
the plane. Prosecution in this case is pending in Canadian courts. 
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FRAUDULENT UNDERVALUATION OF IMPORTED MERCHANDISE 


In spite of the substantial reductions in the ad valorem rates of duties brought 
about by the several trade agreements with foreign governments, importers with 
the connivance of foreign manufacturers and exporters are in an increasing num- 
ber endeavoring to make customs entry for merchandise with the use of false 
invoices which fraudulently undervalue the prices actually paid for the invoiced 
merchandise. 

ARRESTS, CONVICTIONS, ETC. 


There were 1,255 arrests made by customs agents during fiscal year 1959, or 13 
fewer than were made during the previous year. This was due to the decrease in 
cases made involving the smuggling of watch movements and diamonds into the 
United States. However, the number of arrests reported for the fiscal year 1958 
of 1,268 was the largest ever reported by the Customs Agency Service. 

Our most active enforcement districts are the Laredo district, 540 arrests; the 
Los Angeles district, 465 arrests; and the Miami district, 148 arrests. 

There were 647 convictions or 57 fewer than last year. Thirty-six were ac- 
quitted, 88 were nolle prossed, cases against 241 were dismissed, 31 were not 
indicted, and 114 were turned over to State or other Federal authorities for 
prosecution. At the end of the year, there were 440 violators under indictment or 
awaiting action of a Federal grand jury. 


SEIZURES 


There were 1,331 seizures, or an increase of 102. The total appraised value of 
the seizures was $3,808,483.64. The proceeds derived from the sale of seizures or 
ayment of mitigated penalties in connection with these seizures amounted to 
$264,478.13. 
FINES AND PENALTIES 


Penalties, including liability for forfeiture value under section 592 of the Tariff 
Act, assessed in customs cases amounted to $14,432,010.19. Penalties collected 
amounted to $312,943.85. Court fines and bail bond forfeitures came to $113,693. 

Mr. Ketiy. Mr. Chairman, in concluding my statement, I wish to 
express the sincere appreciation of the Customs Service for the sympa- 
thetic consideration which this committee has always given to our 
estimates. We were particularly pleased to have the committee visit 
New York last year after the hearing. With the additional funds you 
provided for 1960, we are taking a major step forward in securing the 
help we need to do our job well. We hope that some further improve- 
ment can be made in 1961. The very encouraging part of this growth 
is that our revenue is growing correspondingly. Our total estimated 
revenue for this fiscal year is expected to exceed $1.5 billion and a 
similar growth in revenue is in sight for the next fiscal year. 

I shall be glad to discuss any or all parts of our estimate to whatever 
extent you may wish. 


ESTIMATED AMOUNT OF REVENUE TO BE COLLECTED 


Mr. Ke ty. I have preferred to confine my formal presentation to 
the revenue-producing end of our business and the need of additional 
personnel to handle the extraordinary growth of that end. 

As I say, this year we are in the bag for $1.5 billion, and I can easily 
predict that it will be $1.7 billion for the fiscal year for which we are 
asking the money. 

As I say, the figure, dollars and cents for collection, will be $3.60 
per $100 collected this year against $3.40 next year, which is some- 
thing to be proud of. 

Mr. Chairman, if you will permit me to insert a personal note be- 
fore I complete this presentation, I would like to do so. It is not only 
personal to me but to all the members of customs. 
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I am delighted that I have the opportunity of doing this at this 
moment. 

It was with great regret that we read Gordon Canfield’s announce- 
ment that he would not run in 1960. In my 6 years in customs, he 
has been a tower of strength to us, completely objective and under- 
standing of what it takes to run a complex business such as ours. 

He is a wise counselor and a friend. 

Customs is very fortunate to come under the jurisdiction of this 
committee with Gordon the senior Republican member and Vaughan 
Gary as chairman. We are going to miss Gordon in our future pres- 
entations and I am delighted that he is here for this one. 

Mr. Gary. Thank you, Mr. Commissioner. 

We are all going to miss Gordon. I have worked with him prac- 
tically ever since I have been in Congress and I know what a valuable 
representative he is of his district, his State, and the country at large. 

He has always taken a very objective view of these matters. 

We have refrained from partisan politics on this committee and that 
has been largely through his influence. We have both realized that 
the work of these departments is not of a partisan nature. Our 
associations have been most pleasant and we are going to miss him 
and I am sure that the services of the committee will suffer by reason 
of his leaving. 

Mr. Canrieitp. Mr. Chairman, may I thank both you and Com- 
missioner Kelly for those very thoughtful and very kind remarks. 

During my service in the Congress of the United States, it has been 
a mighty privilege to serve on this subcommittee, which I choose to 
call the Gary committee. We have here a great team, a dedicated 
group of men and one of these days I may be writing about them. 
When I do some writing, Commissioner, I shall remember you and 
your team. May I say in passing that I am tremendously impressed 
by your presentation today. 

Mr. Ketuy. Our files will be completely open to you, as you know, 
if you do decide to do that. 

Mr. CANFIELD. I am sure that when the record is read the country 
will know the mighty job you have done and how faithfully you and 
the men in the customs service have discharged your responsibilities. 

Thank you so much. 


INCREASES REQUESTED FOR 1961 


Mr. Gary. Mr. Commissioner, your appropriation for 1959 was 
$48 million and I believe you had some supplemental increases that 
brought it up to $52,519,000. 

Your estimate for 1960 was $53,865,000 which was an increase of 
$5,865,000. A part of that, I believe, was for pay increases and other 
items over which you had no control, but there was a substantial 
increase in the appropriation. 

This year there is an increase of $1,573,000 over and above the 
uncontrollable items and I think the uncontrollable items amounted 
v3 about $4 million and then you had an increase of $1.5 million over 
that. 

This year you are asking for an increase of $2,010,000. 

Can you give us a breakdown of that item? 
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Mr. Garcuett. The increase, Mr. Chairman, is made up of 
$1,014,000 of uncontrollable items and those include wage board 
increases, employees whose wage rates are established by local wage 
boards, in the amount of $204,000; the regradings pursuant to the 
new civil service position classification standards, $175,000; the net 
cost of within-grade and longevity promotions, $210,000, and the cost 
of the new health service benefits legislation, $425,000. 

The second major portion of our increase, as Mr. Kelly indicated, 
is. $450,000 for new buildings which leaves just over $546,000 for new 
positions and related costs. 


TRANSPORTATION 


Mr. Gary. Your “Transportation” item has gone up, I believe, 
over 1960. The “Travel” item increased from $396,703 in 1959 to 
$523,000 in 1960, and you are asking for $529,500 in 1961. 

What is the reason for the increase in that item? 

Mr. GarcHetu. The increase in travel from last year has resulted 
primarily from the growth of importations and general business which 
has required closer supervision from our field offices and from the 
headquarters office. Those are the major items. 

In addition to that, our comptrollers of customs who are the field 
audit group have expanded their activities and their field on-site audit 
group accounts for a sizable amount. We also had to curtail our 
aon during the last half of fiscal 1959 to stay within our available 
unds. 

There is a small increase provided for in 1961 to take care of the 

costs of our additional agents requested. 

These men are of little use if they sit in an office and they are 
effective only when they are in the field performing their investigative 
activities. We are providing a $6,500 increase for those men and that 
was the sole increase in travel for 1961. 


OTHER CONTRACTUAL SERVICES 


Mr. Gary. In “Other contractual services,’ you go from $435,000 
in 1959 to $483,000 in 1960 and then jump to approximately $912,000 
in 1961. 

What is the reason for that large increase? 

Mr. Garcuetu. Virtually all of that increase is $425,000 in the item 
of health service benefits, which is pursuant to new legislation and 
which becomes effective July 10, 1960. The small difference of $2,000 
represents the Government’s contribution to group life insurance, for 
the new employees we are requesting. 

Mr. Gary. Is that the total cost of the program to customs? 

Mr. GarcHeL. Yes, sir; $425,000. It represents a matching fund 
where half is paid by the Government and half by the employees. 


INCREASE IN EMPLOYMENT 


Mr. Gary. Your increase in personnel this year was 153 I believe 
over 1959; is that correct? 

Mr. GarcHeLu. That is correct, sir. It is 152 man-years of employ- 
ment increase in 1960 over 1959. 
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Mr. Gary. Your increase over 1960 is 128? 

Mr. Garcue.u. That is correct, the increase in man-years is 128. 

Mr. Gary. The Commissioner ia one of his charts showed that with 
this increase in workload, your manpower is going down. How could 
your manpower go down with this increase of personnel that has been 
allowed? 

Mr. Gatcuetu. The last figure on that chart was for fiscal year 1959 
and next year it will show a marked upturn in fiscal year 1960. 

We have had a steady decline in personnel ever since the beginning 
date on that chart, 1947. We have had a steady decline in personnel 
each year since that time until the current fiscal year which is now 
about half way over. 

MAIL EXAMINATION 


Mr. Gary. In the mail examination activity, what percentages of 
the packages examined produce results requiring further attention in 
the customs process? 

Mr. Ketty. Do you have that chart, Frank? My memory is that 
it is 4.9 percent. 

Mr. Gatcuett. That is correct, Mr. Kelly. 

Mr. Ketty. We yield about $4.01—something like that—per 
package. What I tried to say was that we feel we have it well in 
hand. One thing that makes me feel that way is that when I go to 
New York sometimes they finish examining the daily mail at about 
2:30 in the afternoon and then they call for the tubs of mail that they 
had previously passed free and have them brought over to the ap- 
praiser building and look over them to see whether they are passing 
packages free that they should not have, as a check on themselves. 

I have had no complaints recently from any of these other places 
that used to complain. I feel that our mail situation is in the groove. 

Mr. Srruspincer. May I interject? Of packages examined, that 
is, of the ones that are thrown out for examination, we will collect 
duty on about 60 percent of them. In other words, 4.9 percent of the 
total are examined and of that 4.9 percent, we are getting duty on 
about 60 percent of the packages actually examined. That varies 
at different ports, of course, but in New York—— 

Mr. Kretitey. We do make frequent checks? 

Mr. StrusBincer. Yes, sir. 


AVERAGE NUMBER OF LIQUIDATIONS HANDLED BY LIQIDATORS 


Mr. Gary. What is the average work output of a fully trained and 
properly qualified liquidator? 
Mr. Garcne.u. Our average turnout is about 5,800 liquidations 
per year. 
ALLOWANCES FOR OVERSEAS PERSONNEL 


Mr. Gary. What additional costs occur in the present clearance of 
aircraft passengers, including such items as differential in pay, trans- 
portation to other countries, and so forth? 

Mr. Srrusincer. It varies at different ports, Mr. Chairman. I 
think the only way to give vou a really factual answer for that is to 
supply you something for the record that would indicate, at each 
particular place, what the costs are. 
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Mr. Gary. I wish that you would do that. 

Mr. Stursincer. We will be glad to. 

(The information referred to follows:) 

The following allowances are based on employees falling within allowance 


group 4 (GS-7 to 9) with an annual salary of $6,000. These allowances are 
prescribed by the Secretary of State. 











Amount (per annum) 

Foreign area Type of allowance 

Without With 

family family 
Nassau, British West Indies_..............- IER co, nachna eekeneen $2, 000 $3, 200 
DS cantak dtes Gudesziibewaniaknns 760 960 
0 eee ane ne: 1 220 
TemeMer GMS)... 5-52 cnin 75 { : ron 
Montreal and Toronto, Canada_............ DI II ies dibs asc teeeehtaneim nanlalinen asi ee 1, 400 2, 100 
CC ee eee RNMAMED ceco nape nepievnncnecees 75 { 4 














1 Each child. 
2 Self and 1 member. 
3 Self and more than 1. 


In addition to the above formal allowances, when a man is transferred from a 
post in the United States to a foreign post his travel and transportation expenses 
are paid by the Government. These will range from $500 to $1,000 depending 
upon the distance and family status. 

Mr. Ke ty. For instance, at Nassau, we are trying a new scheme 
where there are five Immigration people and four Customs people, 
and each acts for both departments. I think that probably we are 
clearing people at Nassau cheaper than at American ports due to the 
new system we are trying out. 


ITEMS OF SPECIAL EQUIPMENT FOR VEHICLES 


Mr. Gary. What items of special equipment are included in the 
proposed additional cost of $155 for police-type vehicles. 

Mr. Gatcuets. Mr. Chairman, included in the $155 for police-type 
vehicles in the collectors’ offices are the following items: Heavy-duty 
battery for $8; heavy duty alternator-generator for $130; teow 
duty springs and shock absorbers for $9; heavy-duty tires for $8, and 
those total $155. 

For the police-type cars as requested in the agency service, we are 
also including a minimum 250 horsepower engine which runs at 
approximately $150 which raises the total above the limitation cost 
for those 25 cars to the $300 limitation which is provided in the 
appropriation language. 


SEIZURE OF AUTOMOBILES 


Mr. Gary. Are you getting many cars now as contraband? 

Mr. Ketty. We are doing pretty well lately. 

Mr. GatcHE.u. Our experience has been that the number runs 
between 12 and 15 per year, useful cars seized and forfeited for use 
by customs. 
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BORDER BUILDINGS 


Mr. Gary. It is noted that the detailed justifications for individual 
stations call for two cottages in almost every instance. 

However, the justification implies that only one cottage will be 
needed under average conditions at any one border station. How 
would you reconcile that? 

Mr. GatcHELL. Each of these stations typically is made for one 
immigration and one customs representative. They are very small 
places, as you well know. There is one cottage for the immigration 
man and his family and one cottage for the customs man and his 
family. 

What you are looking at would be the page where the costs are 
simply set out as a typical basis for estimating. Of course, when 
we have to have two cottages the cost would be twice that average 
cost at any particular location. 

There is one location, Del Bonita, where we are asking for one 
cottage only because it is a one-man station. The customs man 
alone mans that station, and the others are all two-man stations, 
which require customs and immigration. 

Mr. Gary. What makes up the budget request of $450,000 for 
lands and structures, border stations? 

Mr. GatcHELL. That is the estimated cost of the 15 border stations 
and the related cottages which we propose to build jointly with 
Immigration Service under legislation which originated back in 
1930. That is, the act of June 26, 1930, which is the basic legislation 
authorizing this construction. 

As Mr. Kelly pointed out in his statement, there is legislation before 
the Congress now increasing the limitation on the amount which may 
be spent by each of the services, customs and immigration, from 
$30,000 to $40,000, increasing the total limitation from $60,000 to 
$80,000. This is made necessary by increases in prices of building 
these stations. Our latest information indicates that it will be 
extremely difficult to build any station within the existing limitations. 

Mr. Gary. What is this based on, the old figure? 

Mr. GatcuHE.t. It is, sir. 

Mr. Gary. It is based upon the present limitation? 

Mr. GaTcHELL. Yes, sir; $60,000 limitation. 

Mr. Gary. You estimate that if there is an increase this would 
probably cost more than the $900,000 requested now? 

Mr. GatcuELut. They would cost more; yes, sir. 

Mr. Ke.tiy. What we are trying to say, Mr. Chairman, is that this 
$60,000 will permit us to build a very stripped-down type of building 
— what we would do as the years go on is to implement certain 
things. 

If we go to $80,000 we can build a more substantial building, a 
better building, and one that will last longer, at the beginning. We 
may not be able to build all 15 buildings and we may have to quit at 
12, or something like that. If it is increased to $80,000 we are going 
to — $80,000 buildings to the extent of the money that we have 
available. 


Mr. Gary. Do you have a list of those stations? 
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Mr. Gatcue.u. Yes, sir. They are listed on page 23 of the justi- 
fications and we would be glad to give you that. 

Mr. Gary. We will insert the list of those stations appearing at the 
top of page 23 of the justifications at this point in the record. 
(The list follows:) 


15 locations for which funds are requested in this estimate 




















Cottages Bureau of 
Location Cost of Appliances Total Customs 
station cost cost 
‘Number | Amount 

1, Lukeville, Ariz____- OAS cha bone 4| $60,000 $4, 800 $64, 800 $32, 400 
2. Del Bonita, Mont___-_- $25, 400 1 17,300 2,100 44, 800 22, 400 
3. Connecticut Lakes, N.H-_---- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
4. Roseau, Minn_..-.....--..-- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
&. Maida, N. Dak_-_..........-- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
6; taennen, N. c0ek.......--...-- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
7; nen, Daont. <6 - anna 25, 400 2 34, 600 3, 300 63, 300 31, 650 
8. Lancaster, Minn--------.--- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
So: Avtar, i, DOK. ...<.-5.----.. 25, 400 2 34, 600 3, 300 63, 300 31, 650 
. Gerics, WN. Dak_............. 25, 400 2 34, 600 3, 300 63, 300 31, 650 
1i.. Bortaune, N. Dak_..........- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
12. Morgan, Mont...--..--..--.-- a? ne 1 4, 500 900 30, 800 15, 400 
13. Walhalla, N. Dak_....------ 25, 400 2 34, 600 3, 300 63, 300 31, 650 
14. Carbury, N. Dak............- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
15. Hansboro, N. Dak-._----.----- 25, 400 2 34, 600 3, 300 63, 300 31, 650 
SSE eer aera ere = 355, 600 |.-----.--- 497, 000 47, 400 900, 000 450, 000 























1 Repairs to existing houses. 


Mr. Gary. It would be possible for you to proceed with the con- 
struction of any one or more of these without the others; is that 
correct? 

Mr. Ketty. Yes, sir. We would like to do them all, but if in the 
wisdom of the committee we only should build 10, that will be it. 
I can tell you that they are a pretty ragged lot of buildings. We have 
been asking for them for years and years. 

Mr. Srrupincer. Mr. Gary, one of the questions you asked about 
is shown in the column here under the number of cottages. That is 
in the second column on page 23 and that gives the total number of 
cottages built at these places by both Immigration and Customs. 

Mr. Gary. That was the basis for our question. We noticed that in 
the one instance, there was only one cottage and we wondered why. 
1 believe that was explained satisfactorily. That list showed that you 
had only one cottage at one of the stations and we wondered why you 
needed only one there and two for the others. 

Mr. Keuty. Let me go off the record just a second, Mr. Chairman. 

Mr. Gary. All right. 

(Discussion off the record.) 

Mr. Gary. The same is true of the Immigration and Naturalization 
Service, that they can proceed on any number of these? 

Mr. Keuiy. We always work together. 

Mr. SrrvusBincer. We will do it jointly. 


INCREASE OF PRODUCTIVITY FROM NEW APPRAISERS 


Mr. Gary. How much additional productive effort may be ex- 
pected in 1961 from the additional appraisers added to the staff in 
1960? 
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Mr. Roy. I believe it is explained. What we are trying to shoot for 
is to keep abreast of the workload and not let the backlog fall any 
farther back than it is. Mr. Kelly stopped at a figure of 200 some 
thousand as of June 30, and we have just reported for December 31 
that it has gone up to the highest point we have ever had, 207,000 
invoices backlog. 

The workload is increasing all along and the invoice count is increas- 
ing tremendously at a rapid rate and in some places as high as 30 

ercent. 
‘ Mr. Keutiy. What is the percentage of the number of people we 
are asking for, compared to our total? 

Mr. Gary. What we are asking for is how much additional pro- 
ductive effort we will get in 1961 from the additional appraisers you 
asked for and added to the staff in 1960. 

Mr. Ketty. It is 5 or 6 percent for the year and 10 percent for the 
succeeding years. ; 

Mr. Srrusinerr. I think, in all fairness, we should explain that the 
22 men we received money for were put in a training course for 90 
days. They have just gone to work about the first of December on 
productive work and that 90-day training period was spent in learning 
the technical background of appraisal work. We did that with the 
idea that instead of taking 2 years to train these men we could train 
them in 90 days by a concentrated course and we are expecting good 
results. We feel that within at least a year from now that these men 
will be highly productive as compared to 2 or 3 years under the old 
system. 

Mr. Gary. The answer is that so far as those you added last year, 
you only get about half-a-year’s work out of them to begin with, and 
they will not be as effective during that half year as they would if 
they were experienced men? 

Mr. Strusincer. That is correct, sir. 


TESTING OF IMPORT SAMPLES 


Mr. Gary. Do importers pay a fee for testing of import samples? 

Mr. SrrusinGer. No, sir. 

Mr. Ketty. No, sir; I wish they did but they do not. That is a 
service we have discussed many times, Mr. Chairman, but it is a 
service we render the importing public and we all feel that we should 
continue that as a service the United States is rendering to people 
who import goods, to assist in trade. 

Mr. StruBINGER. Let me add something to that. 

I think it would not be a good policy to do that because if these 
same imports came in, they would have to be tested in exactly the 
same way. All we are doing now is giving them a predetermination 
of the classification in advance of the import rather than after the fact. 

Do I make myself clear? 

Mr. Gary. Yes. 

Mr. Struspincer. What actually happens is this: If we get a new 
commodity, in order to identify the material in the commodity we 
take a samle and send it to the laboratory where it is analyzed and 
we get a report on what the commodity consists of, particularly where 
we have a valuation that is based on the component materials of 
chief value. 
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Some years ago we put in a procedure whereby the importer could 
ask for a classification in advance of importations so that he would 
know what the rate of duty was going to be when the import actually 
arrived in the United States. In performing that service, we, of 
necessity, will have to test or analyze the material. We feel that to 
make a charge for that service at the time that we give him his original 
classification on a nonimport basis would practically not be good 
policy and we have not done it. 


ADDITIONAL MONEY :REQUESTED FOR WAGE BOARD INCREASES 


Mr. Gary. The request that you have for the additional money to 
cover wage board increases for 1961, have those increases already been 
determined? 

Mr. Gatcuety. The ones that are in this estimate, Mr. Chairman, 
are those which became effective before July 1, 1959. Those are 
last year’s wage board increases and a great many more have since 
become effective and are not included in this estimate, nor were they 
included in our 1960 estimate. 

Mr. Gary. What do you plan to do, absorb those? 

Mr. GatcHELL. No, sir. A proposed supplemental is before the 
Bureau of the Budget at the present time to cover those and other 
increased costs of a noncontrollable nature. 

Mr. Gary. That means you will have to have a supplemental for 
1961, too, does it not? 

Mr. Garcue.t. We almost certainly will. We have no control 
over these wage board increases, and under present plans we are able 
to ask for funds for them only after they have taken place. We are 
not permitted to ask for them in advance, so that we have no recourse 
save to place them into effect pursuant to law when they become 
effective, and subsequently ask the Bureau of the Budget, and eventu- 
ally this committee, for financial assistance to pay for them. 

r. SrruBINGER. As a matter of fact, we would have no positive 
basis upon which to anticipate wage board increases because we do not 
know what they are going to be. It is based entirely upcn wage 
scales in the area, and we have no positive basis for an estimate at all. 


INVESTIGATIVE AND COLLECTION FUNCTIONS 


Mr. Gary. Mr. Commissioner, you now have practically the two 
divisions in customs, as I understand it. You have the collection 
division, and the enforcement division? 

Mr. Ke.tiy. Yes; we have a separate investigative division headed 
by Mr. Emerick and he reports to Mr. Strubinger and myself. They 
are quite independent of the collectors and are a completely separate 
investigative force. 

For instance, at one port, we have a couple of cases of alleged 


dereliction right now so we use the agents at that port to investigate’ 


derelictions in the collector’s personnel because they are an independ- 
ent force. We have always obtained factual data from our agents 
and we are going to get it in this particular case as to what actually 
went on. 
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INVESTIGATORS 


Mr. Gary. What is the exact setup of the Agents Division? 

Mr. Ketiy. Mr. Emerick, the Deputy Commissioner, handles the 
Agents Division. There are something like 225 or 235 trained agents, 
scattered around the country and in foreign countries. We have 54 
agents on the Mexican border. 

I am gradually transferring all enforcement activities to his Division. 

Mr. Gary. Are you changing your setup to that extent? 

Mr. Ketty. Gradually. 

For instance, the plainclothesmen on the wharves in Los Angeles 
and San Francisco reported to the collector, but, as I told you last year, 
they were not effective and the good ones immediately became 
inspectors and left men who could not qualify as inspectors. So we 
are changing our program and have been very successful in hiring the 
young agent-type men, grade 7, putting them through the enforcement 
school and putting them to work in the field in assisting the senior 
agents and on their own. 

We have six new agents in Los Angeles and when I was recently in 
San Francisco, I transferred 15 positions from the collector over to 
the agents, to do undercover work on the piers. 

How many divisions do you have, Mr. Emerick? 

Mr. Emerick. We have nine district headquarters offices in this 
country. 

Mr. Ke.tiy. The Agency is split into nine divisions. For instance, 
the one in Miami handles Florida, Georgia, South Carolina, Puerto 
Rico, Cuba, and the Virgin Islands; Chicago handles the whole 
Middle West. They do not coincide with our collectors divisions but 
they do coincide with the need. For instance, we have Rae Vader, 
who is the supervising agent in California and Arizona—comprising 
four collection districts. His headquarters are located in Los Angeles 
which is the center of our enforcement activities—works effectively 
for the seaports of San Francisco, Los Angeles, and San Diego and 
the border between Tijuana and Douglas. 

Mr. Gary. Mr. Emerick reports directly to you and Mr. Strubinger? 

Mr. Ketuy. Yes. 

COLLECTORS 


Mr. Gary. How does the collector’s agency work? 

Mr. Ketty. We have 47 districts. The collectors of customs 
report to Mr. Strubinger and myself. 

Mr. Gary. The collector of customs is in charge of all of the 
collections? 

Mr. Ke ty. Of the collecting and of the business end of our service. 

Mr. Gary. What is Mr. Emerick’s official title? 

Mr. Ketty. He is Deputy Commissioner for Investigations. 

Mr. Gary. He has charge of all the enforcement work. 

Do you have the work pretty well separated between the manage- 
ment duties and the enforcement duties? 

Mr. Ketty. Very clearly. For instance, we have a new collector 
in San Francisco. When I was there earlier this month, I brought 
in the collector and the supervising agent and outlined very clearly 
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where one started and where one stopped. They must work together 
within certain areas. The Presidential appointee is the senior man 
in the area, but he cannot amend or edit or do anything to obstruct 
the agent when he goes in on a job. It is imperative when there is a 
violation that a skilled investigator go right down to the point of the 
violation, make the arrest, secure the statements, which he knows 
how to do, and follow the law so he does not get tripped up when 
he gets into court. Those are trained enforcement agents, which the 
collector does not have. 

So the collector’s duties and inspector’s duties are immediately to 
bring in a trained agent to handle the case. There is ne element at 
all of conflict or misunderstanding between the two groups. 


LAW ENFORCEMENT PERFORMED BY COLLECTORS 


Mr. Gary. Do you have now under enforcement all elements of 
your enforcement activities? 

Mr. Ketuiy. We have some ‘enforcement officers” (that is their 
position title) reporting to the collectors. The collectors still have 
searching and pier-guarding activities. Those are the two major 
enforcement activities which come under the collector. 

We are marking time on enforcement, although I did make the 
move in San Francisco which was obvious, until we receive the report 
of the investigating committee of the Appropriations Committee, 
which I hope will give us guidance because they are a very expert 
group. 

SELF-INVESTIGATION 


Mr. Gary. You do not think you can gain any efficiency by com- 
bining the two? 

Mr. Ketiy. We could not. You could not have the investigative 
man come under the collector whose men he is investigating. We are 
very insistent that our investigations are not whitewashes. We have 
a current case where two enforcement officers left their job and did a 
lot of things. If we did not have a man in that district who was com- 
pletely separate from the collector, who was completely objective, and 
who was completely supported by Mr. Emerick and myself to make 
this investigation, I would have either te send a man from W ashington 
or to call on another agency to make the investigation. The one 
reason that people respect our investigative force and let it remain in 
Customs—we investigate ourselves really—is because of the objective 
and fair way we conduct our investigations. We do not pull any 
punches at all. 


INVESTIGATIVE AND COLLECTION PROCEDURE 


Mr. Gary. Whena ship comes in, de personnel from the Collector’s 
Division and the Enforcement Division board that ship? 

Mr. Ketiy. When a ship comes into the harbor, we send out the 
cutter. A small group of staff officers go on board. If we have an 
indication of smuggling we will send an agent, but normally no agent 
goes on board. ‘The staff officer obtains the declarations, sorts them 
out, and gets everything in order for subsequent baggage inspection. 
In the operation Mr. King has been conducting, we now examine 
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some baggage while coming in the harbor. When a big ship comes in, 
we normally have an agent or two on the pier. 

For instance, we had a situation at Idlewild, which could happen 
any place: A woman was tabbed as having some diamonds on her 
person. The agent was slow in getting there. In fact, at that time 
we had not detailed an agent to Idlewild. It took him an hour to get 
there. In the meantime, the woman had wiggled around and beside 
her feet on the floor sometime in that hour, we found a packet of 
diamonds which she said she knew nothing about. We know she had 
the diamonds concealed on her person. We know if the agent had 
gotten there immediately he would not have let her get rid of the 
diamonds. We would have conducted her to a private room and had 
a search made. If the diamonds had been found on her we would 
have arrested that woman and seized the diamonds. We seized the 
diamonds anyway. We did not make a case on that woman because 
the agent was not there. 


LAW ENFORCEMENT PERFORMED BY COLLECTORS 


Mr. Gary. Do you not have a lot of enforcement men in uniform 
who go on the ship and examine it for port security and for indecent 
literature and things of that kind? 

Mr. Ketiy. Those men are called vessel searchers. For instance, 
when a ship like the Independence docks, the operation of the discharg- 
ing of passengers and baggage takes place. Coincidentally with that, 
several searchers go on board. They go in the crew quarters and 
check them for narcotics and whatever contraband they may find. 
The record is not very good on seizures, because they may find a 
marihuana cigarette but it is on a shelf or some similar location and 
does not belong to anybody. Our record of seizures is not too good. 

Mr. Gary. They are the enforcement officers? 

Mr. Ketiy. They are the enforcement officers under the collector. 

Mr. Gary. They are under the collector? 

Mr. Ketiy. Yes. They are a searching squad. If this report 
gives us any encouragement, we might put them under the enforce- 
ment group. It is my idea to put all enforcement under the enforce- 
ment group. 

Mr. Gary. That is what I am getting at. We have been advised 
that you could increase your efficiency and make some savings by 
putting all enforcement personnel under the enforcement group. 

Mr. Ketiy. What I would like to aim to is that the collector would 
have a certain number of pier guards. When you come off the ship 
you go through a gate, and there is a man to see that your baggage is 
examined. We call him a pier guard. Other than that, it is my idea 
that all of these other activities come under an enforcement unit 
operated by skilled enforcement people and trained enforcementwise. 

May I go off the record a second? 

Mr. Gary. Yes. 

(Off the record.) 

Mr. SrrusBincer. May I interject something here, Mr. Gary? 

Mr. Gary. Yes. 

Mr. SrruBINGER. Starting on page 34 there is a complete explana- 
tion of the functions of the uniformed force of the collector’s office and 
its investigation group in the agency service. In other words, we 
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outline there exactly what the collector’s force does with respect to 
the uniformed force. At the bottom of the page we say these men are 
assigned about 60 percent to fixed post assignments, 20 percent to 
ship searching, and 20 percent to mobile patrols. 
ctually, in addition to this work, later on, as Mr. Kelly has told 

you, we have assigned them to undercover work. It is in that area 
we found they were not effective. It is for that reason we are asking 
for these new people to take away from this uniformed force the under- 
cover work and put that in the agency service. This little explanation 
starting on page 34 and running through 35 gives you a pretty clear 
picture of our thinking on this whole thing. 

Mr. Gary. We will insert those two pages in the record at this 
point. 

(The pages referred to follow:) 


Our 1960 appropriation estimate requested and there were approved 30 
additional positions of junior criminal investigator (customs agent), GS-7, to 
intensify plainclothes undercover work as a support to the drive against smuggling 
of narcotics and other contraband. This work had previously been performed by 
the collectors’ enforcement (formerly port patrol) officers. For 1961, 25 additional 
positions of the same kind are requested. In order to explain and justify this 
request, it is felt that a general review of that portion of customs enforcement work 
performed by collectors of customs during the past 10 years will be helpful. 

Fixed post assignments have long been recognized as the best method of covering 
a potential source of smuggling, be it a boat, a pier, a warehouse, or any other point 
of egress into the United States. For example, at New York in the late 1940's, 
sufficient uniformed personnel were available to maintain surveillance of all ships 
from certain suspect areas, and on all ships with prime suspects among their crews. 
This surveillance, with ship searching and mobile patrols, gave us what we con- 
sidered very effective enforcement coverage. This method is admittedly expensive 
from the manpower standpoint and also becomes less and less effective as the gaps 
in the protected zone become larger. 

By 1954, in New York, as elsewhere, the number of port patrol officers had been 
reduced by 60 percent. It was recognized that with the limited force available, 
a new method of combating smuggling at seaports had to be found—our fixed post 
assignments were too sparse—we had too many holes in our defense. 

A survey of our enforcement problems, policies, and manpower during the early 
part of 1954 indicated that a redeployment of the collectors’ enforcement staffs was 
necessary. This need for redeployment was brought on directly by the steady 
reduction in the number of port patrol officers available. This reduction in turn 
was caused by sharp and continuing increases in workload which required the 
diversion of manpower from enforcement to revenue-producing activities. Our 
port patrol staff was reduced from 1,656 as of June 30, 1946 to 667 as of December 
31, 1953. Up to this time port patrol officers were assigned to duties in about the 
following ratio: 

1. About 60 percent to fixed post assignments, 
2. About 20 percent to ship searching. 
3. About 20 percent to mobile patrols. 

It will be recalled that customs itself took the initiative to abolish the southwest 
customs border patrol. It abolished some 200 patrol officer positions and set up 
in lieu thereof about 50 additional customs agent (criminal investigator) positions. 
We felt, and events substantiated our judgment, that by developing informers and 
utilizing the purchase of information techniques to the fullest extent, we could 
combat smuggling on the Mexican border better than with a physical border 
patrol. Based on this experience, we decided in 1954 to set up. as a part of the 
collectors’ enforcement program, undercover squads, hoping that with the reduced 
force at hand we could obtain better results by utilizing informers and the purchase 
of information, even though it meant the reduction to a minimum of fixed post 
assignments. 

Using the tools at hand, that is, personnel then on the payroll who for the most 
part had no investigative experience and no formal training in undercover opera- 
tions, we soon discovered that only a small percentage of the personnel so assigned 
had the aptitude for the type of duties required. Additionally, the supervisors 
of these squads lacked, in most instances, the know-how to properly direct this 
program. 
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In 1957 the collector of customs at San Francisco and the supervising customs 
agent in San Francisco requested that a portion of the collector’s undercover 
squad be detailed to the supervising customs agent to work under the direction 
of the trained criminal investigators assigned to that office. Almost immediately 
a definite pickup in cases made, morale of the employees, and general enforcement 
effectiveness occurred. Since that time we have detailed and transferred quali- 
fied collectors’ enforcement officers to the agency service at the port of Los 
Angeles and have repeatedly detailed such men to the agents in many other 
parts of the country. The results have been uniformly good. With the new 
men provided in our 1960 appropriation, the agents in both San Francisco and 
Los Angeles are now fully responsible for plain clothes undercover work in those 
areas. We have also provided undercover assistance to the agents at Houston, 
where previously such coverage was virtually nonexistent. 

For 1961, to continue our program of gradually transferring undercover work 
from the collectors’ offices to the agency service, to provide such undercover 
personnel in areas now seriously lacking, and to build up investigative strength 
in areas now overloaded, 25 new trainee criminal investigators (customs agents), 
GS-7, are requested. 

The estimated 1961 cost of these 25 positions is $139,325. 

(Off the record.) 


Mr. Gary. Mr. Canfield. 


CONGRESSIONAL RECOMMENDATIONS FOR IMPROVEMENT OF THE BUREAU 
OF CUSTOMS 


Mr. CanrieLp. Mr. Commissioner, back in 1948 when I was chair- 
man of this subcommittee, I sponsored the so-called McKinsey report 
which caused quite a revolution in the customs setup. 

Mr. Ketuy. It was very helpful, too. 

Mr. CanrieLp. The then Secretary of the Treasury, John W. 
Snyder, later told us that numerous helpful and practical recommenda- 
tions were carried out by the Bureau as a result of that report. 

Mr. Ketty. It was very helpful. 

Mr. Canrietp. More recently, last year to be exact, I went to 
Chairman Gary and told him of my concern about customs in the 
sense of revenues and the smuggling situation at our ports. I spoke 
concerning that on the floor of the House. I requested this survey 
by our staff, which I think is good. 

At the same time, it should be revealed, I believe, that there is no 
indictment of Customs in this report at all. There are some recom- 
mendations which the staff seems to think will be helpful, particularly 
on consolidation. There are some recommendations about possible 
additional personnel. 

For instance, the recommendation is made to— 


consolidate the Customs enforcement officer and Customs Agency Service forces— 
as the chairman just indicated— 

thereby bringing enforcement under one head. 

The report says— 


The primary responsibility for enforcement within Customs would then rest with 
the Customs Agency Service. If this proposed consolidation cannot be ac- 
complished— 


the report continues— 


an extension of present measures recently initiated involving the hiring of new 
personnel in the Customs Agency Service appears warranted. 
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Have you any immediate comment? 

Mr. Ketity. No. The report and ourselves are in agreement. The 
present enforcement officers are older than we would like our agents 
to be. Wedo not consider them agent material. So in San Francisco, 
for instance, where I transferred 15 positions, only about 4 or 5 of them 
were suitable to be active agents. There are enough positions as pier 
guards, where we can utilize the services of the existing enforcement 
officer people, of whom there are not too many. 

Mr. CanFiELp. Another recommendation of the report is that you— 
concentrate enforcement efforts, both in this country and abroad, more heavily 
on obtaining new sources of information and informants in a program to achieve 
broader and more uniform intelligence coverage of smuggling and related viola- 
tions. Continue and emphasize the resourceful use of information through under- 
cover techniques employed successfully in the past by customs agents. 

Mr. Ketty. I might say in that respect, I spent 6 weeks in Europe 
last fall really for the express purpose of reviving our enforcement 
group over there due to the fact that there are several retirements. 
I felt that the headquarters of our European operation should be 
moved from London to Rome, which we did when I was over there. 
I appointed a very active agent in charge of enforcement in Europe. 
We have a new man at Antwerp. We have several new men, and I 
made many contacts with friends of mine, both in European services 
and in the U.S. Army. The provost marshal is a very good friend 
of mine. With these men we visited all these people and set up a 
lot of contacts where we are getting and will get the kind of informa- 
tion the committee has asked for. 

So I can accept the fact that we were somewhat dormant until this 
new setup, but now I feel we are fulfilling what the committee desires 
in getting these important sources of leads. That group, again, 
reports to Mr. Emerick. 


NARCOTICS LAW ENFORCEMENT PERFORMED BY CUSTOMS AGENTS 
ABROAD 


Mr. Gary. Will the gentleman yield? 

I might say, Mr. Commissioner, I had the privilege of visiting your 
offices in Hong Kong and in Tokyo this fall. You had just detailed 
new men to both places. 

Mr. Ketiy. Long in Hong Kong and Howard in Tokyo. 

Mr. Gary. I had several conferences with them concerning the 
narcotics situation and the other enforcement duties there. I was 
very much impressed with the setup. The personnel of both offices, 
in Hong Kong and Tokyo, seemed to be right on the job and were 
thoroughly familiar with the problems they are facing although Mr. 
Long had been recently transferred to Hong Kong and Mr. Howard 
had reached Tokyo just a few weeks before. 

I was particularly interested in the question of whether or not it 
would help in the narcotics enforcement if one or two special narcotics 
agents were detailed to that area as we have in Europe. They said 
they are doing that work now which a special narcotics agent would 
do, and they felt it would be merely a duplication of effort. 

Mr. CanFietp. Mr. Commissioner, respecting the chairman’s state- 
ment, the Commissioner of Narcotics, Dr. Anslinger, told us only a 
few days ago that he thought he could have more help in that field. 
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I am talking about the Orient and Europe. It is my understanding 
that these men abroad are not Customs agents, but Treasury agents. 
Is that not true? 

Mr. Ke.tiy. Customs representative is their official title. 

Mr. CanrFieLp. Are they not charged with handling other Treasury 
matters besides? 

Mr. Emerick. When requested by the Treasury Department. 

Mr. CanFrevp. In other words, they have multiple duties. 

Mr. Emerick. Just like a narcotics agent operating in Rome. 
He will handle a Secret Service case or a case for the Bureau of the 
Mint, possibly. 

Mr. Canrievp. I happen to know the narcotics agents in Rome 
specialize in narcotics, and most of their time is spent on narcotics. 

Mr. Emerick. That is true, but they also handle counterfeiting 
cases and other Secret Service cases which are referred to them from 
time to time. 

Mr. Gary. Mr. Howard told me his chief duties are narcotics. 

Mr. Emerick. His sole duties are narcotics. 

Mr. Gary. That is what I understood. 

Mr. Emerick. May I go off the record? 

(Off the record.) 

Mr. Ketity. When I came back from Europe, I found that our 
people in Europe and the narcotics people both did not quite see eye 
to eye on the areas in which they worked, and there was need of 
clarification. So we had a meeting with Assistant Secretary Flues 
and Mr. Anslinger to bring this up on top of the table. Out of that 
meeting came a suggestion that we draw up a set of guidelines for 
the use of people abroad, guiding people in their areas of responsi- 
bility, and so on. We had a set of guidelines like this for Secretary 
Kendall for domestic work which has worked out very well. 

So Mr. Strubinger, Mr. Emerick, and Mr. Giordano all worked 
together for several days, almost weeks, developing this set of guide- 
lines. Again oversimplifying, we have smuggling at the borders of 
the United States. It is necessary for us to get information such as 
this committee says, to go into France, to go into some of these places, 
and deal with the customs people there or the military people who 
have information of narcotics being smuggled into the United States. 
We go into Mexico. We maintain these people at Hong Kong and 
Tokyo. However, there are no exclusive territories any more. The 
function of Narcotics is to stamp out narcotics at the source. They 
go into France and buy it at the source. That is not our function. 
Our function is to prevent it from being brought into this country. 
So I think these guidelines, which Mr. Strubinger had a great deal 
to do with, brought out pretty clearly the communication and the 
difference in the operation of Narcotics and ourselves. 


COOPERATION WITH HONG KONG OFFICIALS ON NARCOTICS LAW 
ENFORCEMENT 


In answer to your point concerning Hong Kong, as we have said 
before, Hong Kong is a small colony of the British. They have 
tremendous problems with hundreds of thousands of Chinese who 
keep coming in there all the time so they can eat. Like any good 
police officials, they do not like to have people come charging in and 
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working in their area. We respect their area completely. If one of 
our informers comes to us and tells us there is a case in Hong Kong, 
we immediately give it to the Hong Kong police. If we did not, we 
would be out of there in a week. They will not tolerate any inter- 
ference with the police. That is the reason we have been very 
exacting on anybody coming charging in there, and we ask them, 
please, if they do come in there, to work through us and maintain 
this fine relationship we have with the British police. 

Mr. CanrieLtp. What you just said is practically the same thing 
Dr. Anslinger said, that the British are very reluctant to have 
other law enforcement agents in their area. 

(Off the record.) 


SMUGGLING BY AIRCRAFT 


Mr. CanFieLp. Mr. Commissioner, I think you and your staff and 
the men and women of Customs have a right to feel pretty good 
about this report, having in mind your increased responsibilities 
and increased traffic. The only suggestions which are made in this 
report are constructive, and there is no serious criticism of any kind. 

The staff apparently is concerned about smuggling by aircraft. 
Are you coving a special study of that problem? 

Mr. Ketiy. We are concerned about smuggling by aircraft, too. 
We handle the situation quite well at regular airports, but these little 
planes can fly over the border now and land on a highway or any kind 
of a level field, and they are causing us great concern. We have no 
indication that there is large smuggling, but what to do to stop that 
kind of traffic is before us all the time. 

Mr. Gary. That is from the Mexican border? 

Mr. Ketiy. Yes. Down on the border we have a very good setup. 
We have two people in Mexico, one in Mexico City and one in Monter- 
rey, to give us information. We have 255 customs inspectors, all 
skilled people. They can spot a fellow in a minute, whether he has 
something on him or not. We have 232 immigration inspectors 
working with us shoulder to shoulder, who are sworn in as customs 
officials. We have 54 of these skilled customs agents right along the 
border. 

Back of that we have 1,000 immigration border patrols going on 
motorcycles and cars. They are the ones that we hope will grab 
these planes which come over and drop behind the lines. That is our 
best hope. Then of course we have a wonderful relationship with the 
sheriffs’ offices, the Bureau of Narcotics inland, and so on. I think 
we have a wonderful protection in depth in Mexico. 

Mr. Gary. Does Canada present a problem along that line? 

Mr. Keuty. Much less. Our problems with Canada never compare 
to those on the Mexican border. 


PRECLEARANCE OF TRAVELERS TO U.S. 


Mr. Canrietp. One other matter of concern, Mr. Commissioner, 
I read from the report here: 


Because of the shortcomings of customs preclearance of U.S.-bound passengers 
at foreign airports from an enforcement viewpoint, customs should reexamine its 
current preclearance operations to determine whether the convenience afforded 
to the traveler overweighs the obstacles to effective enforcement. This, of course, 
should be a factor in considering the extension of the preclearance system 
elsewhere. 
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May I say, speaking from my own personal experience, wherever 
I have seen that, it seems to me it has been working very properly 
and effectively. 

Mr. Ketiy. Mr. Canfield, we have a proposal in front of us right 
now, sponsored by some very important people in Government, to 
preclear at Tokyo. I am not in favor of preclearing at Tokyo. I 
am in favor of preclearing at Nassau, which has been very successful, 
at Toronto, or places where you have mostly tourists fairly close to 
our borders and where it is a great convenience to the traveling 
public. But concerning travel from the Orient, we have a wonderful 
group of inspectors at all ports along the Pacific coast and Honolulu, 
and we make many seizures because the type of person who comes 
from the Orient often endeavors to smuggle contraband. If we pre- 
cleared passengers at Tokyo, we would lose all control. We would 
not be able to make an arrest. We would not be able to make a 
seizure of contraband. Foreign assets control would be out of our 
hands. We would be completely helpless. So there are limits to 
what we can consider for preclearance. Me 

The study group are quite right, because we did find about the 3 
time they made the investigation that we were slack at Montreal. 
We have a good procedure for examining hold baggage for the air- 
plane and do a good job on that. The baggage goes into the plane 
and no one sees it anymore. However, the facilities for the examina- 
tion of hand baggage are not adequate. There are no sterile areas 
for passengers to remain after his hand baggage is examined. So 
a traveler retains his handbag and we put a paper strip over it and 
then he goes into the main lobby and circulates around. There is 
exposure, and they conceivably can bring in contraband. . 

At the last check point before boarding the plane, we found there ia 
was a high desk where an officer looked at the fellow and his passport, 
but he did not lean over to look at the hand baggage. He could 
have anything in there. This officer is supposed to look at the hand 
baggage to see if the seal jhas been tampered with or anything has 

been stuffed in there, besides looking at the individual. This has 
since been corrected. While it is not as effective as a full clearance 
in the United States, it is better than it was when the staff of the rer 


committee noticed it. 








! ESTIMATED REVENUE COLLECTIONS = 


Mr. Canrietp. Speaking of Customs, last month Secretary 
Anderson said: 

The need for additional personnel is now acute. The workload continues to go 
up. More entries, more invoices, more carriers, more packages, in fact more 


everything. In the “more everything’’ is included an estimated increase of 
20 percent in duty collections. I am gratified to report that on the basis of 


present trends, Customs will collect more than $1.2 billion in 1961, well in excess 
of the highest collection in our history. 

I think you have indicated that may run $200 million more. 

Mr. Ketuy. For the succeeding year. For this year it is in the bag 
to make $1.5 billion. 

Mr. CanFIELp. In 1961? 

Mr. Ke ty. In 1961 we will make $200 million more than that. 
There is no stopping it. This growth is like a tidal wave. There 
seems to be no stopping of it or diminution of it. 
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THOROUGHNESS OF MAIL EXAMINATIONS 


Mr. CanrieLp. A moment ago you told us, Mr. Commissioner, 
that “The better look we take, the more contraband we see.”’ That 
is a quote from you. With reference to mail and packages coming 
into this country, your examination now is 4.9 percent. That means 
that 95.1 percent is not examined. Would a better look at some of 
those packages pay off? 

Mr. Ketuy. | think what they are doing in New York is giving us 
that result. When they run out of work in the afternoon they send 
for tubs of those which they have passed free. Then they examine 
those tubs. So they are getting a check. Every place we have all 
kinds of spot checks. I feel we are on top of the situation. 


BORDER BUILDINGS 


Mr. CanFie_p. Commissioner, I have just examined the pictures 
of some of our present border stations. I do not know what descrip- 
tion you used this morning in referring to them, but I would describe 
them as ‘“‘awful.” I would even use the adjective “un-American,” 
because they do not befit our way of life. I am glad to note that you 
are seeking a higher limitation, and I hope some of those buildings are 
constructed. It is an awful thing for Canadians and other people 
coming across our northern borders to see some of those houses, which 
are called stations, and to note, if they go inside, there are no con- 
veniences whatever. They look as if they are rotting. 

One other question, Mr. Commissioner. Have you discovered 
during the last year any new or unique techniques employed by 
smugglers? I suppose that is a question which should be directed to 
Mr. Emerick. You can answer very briefly off the record. 

(Off the record.) 


ENFORCEMENT COVERAGE AT PORTS 


Mr. Conte. Mr. Kelly, in this report it says that the— 


Inspectors represent the only Customs enforcement at many ports, but it appears 
they are too busy with administrative duties to do more than occasional token 
enforcement work. 

Mr. Ketiy. We have some ports, Mr. Conte, where we have not 
adequate or complete enforcement officer coverage. For instance, at 
Cleveland I would say we do not have as many as I would like to see 
there. Actually a ship touches several ports before it hits Cleveland. 
Portland, Oreg., is another place where we do not have adequate 
coverage. 

That does not mean that we completely neglect those places, because 
we run “blitzes.”” For instance, last fall we ran a blitz for, I think, 
2 months at some of these places where we have not as many port 
patrols as we would like. We would station agents there in the back- 
ground and examine everybody who came off the pier. That would 
be places like Astoria and Portland. Actually, we did not find much. 
I think in 3 months we actually made one opium seizure at Longview. 
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Mr. Conte. In regard to the blitz, the key is the element of 
surprise? 

Mr. Ketiy. No. Maybe “blitz”? was not the right word. We 
attached people to watch every ship which came in at Longview, 
Astoria, and Portland. That ship was completely guarded, not by 
port patrol but by our agents. We made what you might call a spot 
check, only it was a 3-month spot check. 

At another place we had word that a lot of cocaine was coming in. 
There is an awful lot of misinformation in this business. For instance, 
there was a high-ranking minister in Mexico who made a statement 
a week or so ago that there are a million cocaine addicts in this country. 
That is all nonsense. We know there are not. The total number of 
all addicts is only about 45,000. Anyway, we cannot say we do not 
believe that fellow, so we examined every ship and every airplane 
coming in from South America and Cuba, at New York and Miami, 
for a month. We did not find any cocaine. We made a couple of 
seizures of watches and things like that. 

I am trying to tell you that even though a place is unguarded 
normally, every once in a while we run a surprise check to see whether 
anything is coming in. 

Mr. Contre. But there are a lot of ports where you have no Customs 
officials at all? 

Mr. Kertty. Oh, yes. 

Mr. Conte. Portland, Maine, being one. There are plenty of ships 
coming in there. 

Mr. Srrupincer. There are quite a number of ports where we have 
no enforcement officers and no agents, and they must be covered on a 
spot basis. 

(Off the record.) 

Mr. Gary. Would it be proper to ask what happens to the port 
security program at those ports? 

Mr. Strusincer. When a vessel arrives from Iron Curtain countries 
and we have no search squads or enforcement officers, Coast Guard and 
Customs will get a group together from a port where we are available 
and send them to that port for the necessary security search and 
screening, 

Mr. Ketty. Mr. Conte, again one of our great problems and one of 
the things we are holding this meeting on the Great Lakes for is enforce- 
ment on the Great Lakes. Shall we give the ship a good look at the 
beginning, or what is to be our program of enforcement on the Great 
Lakes, which is another coastline? We shall have the Coast Guard 
and our people and the Canadians in to endeavor to arrive at a sound 
program to look at these ships. That is of great moment to us. 

Mr. Conte. I think this is something we should be deeply con- 
cerned about. Maybe we need many more inspectors. You are 
assuming that you have a good program at the leading ports on the 
west coast and the east coast. Yet you have unguarded some large 
ports such as Portland, Maine, and others. Smugglers could bring 
in all the opium, heroin, and marijuana they wanted to bring in in 
these unguarded ports. Maybe that is where it is all comingin. No 
doubt you are doing an excellent job in New York City or in San 
Francisco, but it is all sneaking in through these unguarded ports. 
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PERCENTAGE OF PERSONNEL DOING ENFORCEMENT WORK 


In regard to that, I see you are asking for 126 new positions, and 
101 of those new positions will be used in activities directly connected 
with revenue-producing functions. In other words, the majority of 
these men will not be criminal investigators or inspectors. 

Mr. Ketty. There are 25 criminal investigators. 

Mr. Conte. Twenty-five out of the 126? 

Mr. Ketty. That is right. 

Mr. Conte. I think the situation calls for greater stress on the 
investigation end of it. This report shows that about 50 percent of 
your work is administrative. Is that correct? 

Mr. Ke tty. Of the enforcement? 

Mr. Conte. Of your entire personnel. 

Mr. StrupinGerR. When you say ‘administrative,’ do you mean 
on the collections? 

Mr. Conte. Yes. 

Mr. StRUBINGER. Yes, that is true. It is probably more than that. 

Mr. Contr. Maybe more than that? 

Mr. STRUBINGER. Yes. 

Mr. Contr. What percentage would you say? 

Mr. StrusincGer. If you include our inspectors in the enforcement 
group, 50 percent is about correct. If you do not include them in our 
enforcement group, I would say that our enforcement personnel, com- 
pared to the total number of people we have on the payroll, is not more 
than about 15 percent. 


INVESTIGATIONS OTHER THAN FOR SMUGGLING 


Mr. Conte (reading) : 
One of its major enforcement problems— 
talking about the division, 


is that at least 50 percent of the time of the Agency’s service must be devoted to 
investigations which do not concern smuggling or related activities. 

Mr. Srrupincer. That is a different angle. I think Mr. Kelly told 
you that in the agency service, in addition to the ordinary criminal 
investigations, that is, smuggling investigations, which they make, 
they have a great deal of other work to do on personnel, drawback, 
value, and all that. It is true with respect to the total agency force 
that not all of their time js spent on antismuggling work. 

Mr. Gary. They do a lot of policing within the Bureau. 

Mr. Strupincer. That is right, and perform certain administrative 
functions in connection with getting values for appraisers, following u 
frauds, false invoices, and things mf that kind. They do not spen all 
their time on antismuggling work. 

Mr. Gary. That is similar to the Inspection Division of the Post 
Office Department. 

Mr. Strupincer. Or Internal Revenue. 

Mr. Ketty. Like any police department, you have age groups. As 
they get older they are more experienced in certain types of work. 
The young fellows, eager beavers, get out on the piers. Every police 
department has the same problem. 
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COOPERATION WITH COAST GUARD 


Mr. Conts. Mr. Kelly, does your Division participate with the 
Coast Guard in security measures? 

Mr. Keuuiy. Always. 

Mr. Conte. Couldn’t this function be turned over to the Coast 
Guard? 

Mr. Ketuy. I would not quite agree on that. 

Mr. Conte. I would like to hear your comments on that. 

Mr. Struspincer. I think this is a very clear answer: We have 
personnel at ports where Coast Guard does not. It would be very 
expensive for the Coast Guard to maintain personnel at a lot of ports 
just for that purpose. They do have stations, and where they have 
stations they perform, I would say, 100 percent of the work, and where 
we have people we perform it, with their assistance or with assistance 
from outside. It is a joint arrangement. 

On the other hand, on the security searches where we are in them 
we perform two functions. We are searching from a security stand- 
point and from a contraband standpoint. So the double team helps 
quite a bit. 

Mr. Gary. You are very careful to avoid duplication? 

Mr. StruBINGER. We always work together as a team, Mr. Gary. 
There are never two searches of that kind made at the same time. 

Mr. Gary. I think that is true. I have had occasion to observe 
that. I think the liaison and the cooperation between the two 
services are outstanding. 

Mr. Contr. When you have two agencies such as in Coast Guard 
and Customs conducting searches, is there ever a conflict between 
the two agencies? 

Mr. Keuiy. Rarely. They are interested in ships from behind the 
Iron Curtain areas. They have charge of that, and we assist them. 
The regular searching for contraband is our job. There is no conflict 
there. Oftentimes if we need help we will recruit some searchers 
from them, and vice versa. We have a very fine working relationship. 
There is no conflict of authority as to what ship belongs to Coast 
Guard and what ship belongs to us. 

Mr. Strupineer. In security searches the primary responsibility 
is Coast Guard’s, and we are in as assistants rather than doing the 
- “ ourselves. It is primarily the responsibility of the Coast 

uard. 

ENTRANCE REQUIREMENTS FOR INVESTIGATORS 


_ Mr. Contr. What are your minimum requirements for a customs 
investigator? 

Mr. Strusincer. They must have had a college education, be 
able to pass the Treasury enforcement agent examination or have had 
a background of police or investigative experience. 

Mr. Conts. What is the average pay scale now for an investigator? 

Mr. Strupincer. They start in as grade GS-7. 

Mr. GartcHELL. $5,000 is the basic GS-7; $4,992, to be precise. 
The journeyman level is GS-11 after a series of years. 
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SEIZURE OF HEROIN 





Mr. Conts. Mr. Kelly, how much heroin did we seize in calendar 
year 1960? 

Mr. Keury. We have a record of that. I do not have it with me, 
but I will be glad to supply it for the record. 

(The information requested follows:) 

Heroin seized by customs during calendar year 1960: number of seizures, 104; 
weight, 3,353.37 grams. 

Mr. Emerick. In fiscal 1959, 2,126.25 grams were seized by customs 
against 4,847 grams in fiscal 1958. Our seizures today are running 
much ahead of what they were over the same period last year in the 
case of heroin. 

Mr. Conte. How many ounces have you seized this year? 

Mr. Emerick. We seized 75 ounces in fiscal 1959. 

Mr. Contre. Do you have a breakdown as to where that heroin 
originated? 

Mr. Emericx. No; we do not know. Most of it originated in 
Mexico. We can tell by the color of the heroin. 


EXAMINATION OF FIRST-CLASS MAIL 


Mr. Conte. Mr. Kelly, under the existing postal laws you must 
have permission of the addressee before you examine first-class mail? 

Mr. Ketty. Yes. 

Mr. Conte. Is that a source of smuggling, because you need the 
permission of the addressee to examine it, and the sender knows you 
need that permission before you can examine it? 

Mr. Ketty. It is a possible source. 

Mr. Conte. Has any legislation been requested to amend the law 
so that this permission is not required? 

Mr. Ketiy. Not to my knowledge. 

Mr. Conts. Do you think it is advisable to amend the law so 
that you can examine this mail without the permission of the addressee? 

Mr. Ketiy. This is just my personal opinion, but my personal 
opinion is that very little comes through that area. 

Mr. SrrusinGcer. We do not release any questionable item unless 
we get permission to examine it. 

Mr. Ketty. If we suspect it, we will get the fellow in and get his 
permission to open it. 


SMUGGLING OF HEROIN BY COMMERCIAL TRUCKS 


Mr. Contes. A shipment could come through the United States in 
transit to Mexico, and while it is in transit the driver of a truck, by 
prearrangement, could easily tumble off a package of heroin, unknown 
to the customs officers. Has the customs service given attention to 
that, and to the advisability of passing some law to prevent that from 
occurring? 

Mr. Ketty. There is a law covering theft of merchandise from 
customs custody. Any in-transit packages are covered by bonded 
carriers, and they in turn investigate their people. Heroin is illegal 
as of itself. It is not a recognized medical drug and it is completely 
illegal in every respect. Once in a while we lose some watches, but 
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we detect the loss very quickly. We may wonder about goods 
oing into bonded warehouses without complete customs examination, 
ike whisky going into warehouses. Then we will conduct a search 
for several months of goods going into warehouses. We did that 
recently and we did not find a blessed thing, but you have to do 
these things all the time to be sure there is not a wide open door for 
things to come in. 

Mr. Contes. Unless you had some specific information it would be 
difficult to detect. 

Mr. Ketty. You have said a mouthful. 

Mr. Emerick. We have had cases of switching packages in going 
across the city. That happened at the port of New York. 


ARMS SMUGGLING TO THE CARIBBEAN AREA 


Mr. Contr. Mr. Kelly, have you noticed any added activity in 
regard to arms smuggling to the Caribbean? 

Mr. Ketiy. Not recently, Congressman. I would say about 6 or 
8 months ago there was quite a lot about the smuggling of arms into 
Cuba. That was the, celebrated leaflet incident, where customs 
ultimately seized the offending plane. 

Shortly after that we had information there was an illegal shipment 
leaving from an airport. Remember there are 200 airstrips in 
Florida where we do not have people. We had information at a cer- 
tain time this airplane would be loaded with arms. We had our men 
there and three dynamite bombs were being loaded in this airplane. 
We seized the bombs and the plane. 

Right after that you remember the President got quite disturbed 
over this series of incidents against the Cuban Government and 
ordered more than 100 immigration officers to patrol these airports 
and to stop any illegal traffic. Since that time, to my knowledge, 
there has not been any illegal traffic going out of Florida to Cuba. 
Of course we have to watch the small boats, too, but airplanes are 
harder because the small planes can land almost anywhere and they 
can carry a lot, too. 


CUBA AS A TRANSSHIPMENT POINT FOR COCAINE 


Mr. Conte. Speaking of Cuba, Cuba was a transshipment point 
for cocaine from South America to the United States; and you testified 
you had received fine cooperation in the past from the Cuban police. 
Are you still receiving that cooperation? 

Mr. Ketiy. We do. We have two fine young agents in Havana 
and they are working very well with the Cuban police. Mr. Emerick 
can tell you of two recent cases where we worked with the Mexican 
and Cuban and Ecuadoran police, and it worked out very successfully. 

Mr. Emerick. We had obtained information which we furnished to 
the Cuban authorities that cocaine was moving from Peru and Ecuador 
into Cuba by passengers arriving via Mexico into Cuba. There was 
a seizure of cocaine as a result of that information. 

The Cuban officials in turn gave us information indicating that 
cocaine was being shipped from Ecuador into the United States at 
the port of Miami. That information was relayed by our officers in 
Havana to our State Department officers in Ecuador, and the officials 
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in that country kept the suspect under surveillance and observed him 
contact an individual who was about to depart for Miami. 

That information was cabled to the State Department here in 
Washington and delivered to the Bureau of Customs. That was 
about 2 months ago. We learned the passenger was arriving on a 
certain flight on a certain morning and we caused a careful search to 
be made of the suspect’s baggage, and in a secret compartment 6 
pounds 11 ounces of cocaine was found. That was the largest seizure 
of cocaine made in years. The smuggler was arrested and is now 
awaiting trial at Miami. 

Mr. Conte. I have no further questions, Mr. Chairman. 

Mr. Gary. Thank you, gentlemen, for a very comprehensive and 
informative hearing. We are always glad to hear from the customs 
officials. 

Mr. Ketiy. Mr. Chairman, it is always a pleasure to come here 
because we have a chance to tell about our business and do our stuff, 
and nothing pleases us more than to come before a committee like 
yours. 

Mr. Gary. We like to get the information. That is why we are 
1ere. 

Mr. Ke.iy. And we always feel we can speak frankly and openly, 
and we always have, before this committee. 

Mr. Gary. Thank you. 


U.S. SECRET SERVICE, WHITE HOUSE POLICE, AND 
TREASURY GUARD FORCE 


WITNESSES 


U. E. BAUGHMAN, CHIEF, U.S. SECRET SERVICE 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 


Mr. Gary. The committee will come to order. 

We will consider, this afternoon, the request of the U.S. Secret 
Service. 

We have Chief Baughman present. The committee is always glad 
to hear from Mr. Baughman, and you may proceed now, Chief. 


GENERAL STATEMENT 


Mr. BaucuMman. Mr. Chairman and members of the committee, 
I have three appropriation requests to discuss with you today. 

The first is for the Secret Service, the second for the White House 
Police, and the third for the Treasury Guard Force. The combined 
estimates for these three activities total $5,524,000. 

This is an increase of $115,000 over the 1960 appropriation. The 
increase includes $41,000 estimated to be the cost resulting from the 
Federal Employees Health Benefits Act of 1959. The purposes of 
the balance of the increase will be given in discussions of the respective 
appropriations. 

U.S. SECRET SERVICE 


The major functions of the U.S. Secret Service are protection of the 
erson of the President of the United States and members of his 
immediate family, of the President-elect, and of the Vice President 
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at his request; and the detection and arrest of persons committing 
any offenses against the laws of the United States relating to obliga- 
tions and securities of the United States and of foreign governments. 
These and other duties of the Secret Service are defined in section 
3056 of title 18, United States Code. 

The amount requested for the Secret Service is $111,000 over the 
previous appropriation. The cost for the Federal emplo ees health 
benefits program accounts for $27,000 of this increase. The balance 
of the increase is for protection of salaries of 47 special agents allowed 
for 9 months in the 1960 appropriation to a full year in 1961, and to 
provide funds for promotion of the new special agents after a year in 
grade in accordance with the promotion program of the Secret Service 
and in keeping with civil service standards for special agent positions. 
The increase also includes cost of within-grade promotions which 
cannot be absorbed by personnel turnover. 

Our program contemplates a continuation of our force at the same 
level authorized for 1960. Requests for equipment have been kept 
toaminimum. Weare asking for funds to replace only 10 automobiles 
at a cost of $15,350, although in the fiscal year 1961 there will be 54 
cars meeting replacement standards because of age and/or mileage. 
The replacements represent a little less than 5 percent of our fleet. 


PENDING INVESTIGATIONS 


On June 30, 1959, our backlog of pending investigations totaled 
29,515, compared to 19,060 the year before. In 1959, cases of all 
types received for investigation aggregated 53,271, or an increase of 
20.8 percent over 1958, extending the upward trend of the past few 
years. Our estimate for 1960 and 1961 is that we will receive ap- 
proximately the same number of investigations as in 1959. This 
would signal a continuing rise in our backlog of pending cases. 

However, we have already taken extraordinary measures to effect 
a reduction, and from the 29,515 cases on hand at July 1, 1959, the 
backlog was reduced to 27,677 as of October 31. This was accom- 
plished by temporarily suspending normal requirements of check 
forgery investigations and giving special agents in charge of the 
various field offives the discretion to close forgery cases over 6 months 
old after the limited investigation necessary to effect proper settlement 
of claims of payees. 

7 vt estes of information, on December 31, we had 27,757 cases 
on hand. 

In many of these cases the probability of apprehending the forger 
had already been diminished simply by lapse of time. Such cases are, 
however, subject to being reopened, and in some instances through 
investigation of more current cases the identity of the forger of those 
previously closed will be determined through handwriting associations 
and other evidence. 

When I speak of cases received for investigation and backlog of 
cases, I think that I should point out to the committee that these are 
figures growing out of complaints which come to us. We exercise no 
control over the number of such complaints. A payee fails to receive 
his check, and he files a complaint which must be investigated. A 
merchant is victimized with a counterfeit note, and he makes a 
complaint. He has faith in our currency because he believes that all 
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of the power and prestige of the Federal Government stands behind 
the integrity of the currency, and he properly expects attention to 
his complaint. A letter is received his threatens the President. 
It must be investigated. These are among the complaints which 
make up the statistics which we present to you. 

Basically, our outlook is geared to a long-range forecast of a gradual 
decline in our workload as the new agents recently appointed as 
authorized by last year’s appropriation complete their training and 
realize their full production capabilities. The first year in the career 
of a special agent is essentially a training period and it is not until the 
end of such training that special agents begin to make a substantial 
contribution to the work of this Service. Several years of experience 
and advanced training must follow before the agent is qualified to 

erform the full range of functions of the Secret Service, and the 
ully trained special agent represents a sizable investment for the 
Government. 

Although our current backlog of cases averages out to more than 
100 cases per agent, I am hopeful that in time we will be able to deal 
with our workload problems and reach a position which will enable us 
to respond to complaints without costly delays and at the same time 
sustain the high quality professional standards which we feel are the 
earmark of the Secret Service. It would be my objective to reach 
this goal with our present staff. 


COUNTERFEITING 


Technological advances are more and more creating the potential 
for counterfeiting on a serious scale, and we cannot relax our vigilance. 
As a matter of fact, looking forward to the growing danger and after 
consulting with a highly responsible research institute, I recommended 
to Secretary Anderson that a watchdog committee be established, 
with representatives from the Office of the Fiscal Assistant Secretary, 
the Bureau of Engraving and Printing, the Office of the Treasurer of 
the United States, and the Secret Service, to keep abreast of the rapid 
strides being made in graphic arts and to plan for whatever measures 
may become necessary to keep counterfeiting under control. 

Secretary Anderson has approved the recommendation and a meet- 
ing to organize and plan the work of the committee has been held with 
Assistant Secretary Flues. The threat to the economic well-being 
of this country through uncontrolled counterfeiting cannot be over- 
estimated. In my opinion, in the next few years we must anticipate 
the need for increased preventive work by the Secret Service in this 
area if the illegal use of rapidly improving reproduction machines is to 
be controlled. 

In 1959 a total of $1,931,302 in counterfeit notes and coins was 
seized compared to $711,293 in the previous year, representing an 
increase of 171 percent. Of this amount, $1,664,614 was seized before 
it could be placed in circulation and represented no loss to the public. 

There were 343 arrests for counterfeiting, an increase over each of the 
past 2 years and more than double arrests for counterfeiting in 1956. 
There were 308 new issues of counterfeit notes, approximately the 
same as for the previous year. 

In the first 3 months of this fiscal year, new issues of counterfeit 
notes have appeared at a more rapid rate, increasing by 39.5 percent 
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over the same period a year ago. It will require a concentrated effort 
with all the forces we can command to reverse this trend. The num- 
ber of new issues which appear is, from our experience, a good yard- 
stick for estimating counterfeiting activities, since new issues usually 
represent new groups entering this type of crime. 


FORGERY 


In 1959, we received 40,655 cases involving forgery of Treasurer’s 
checks, an increase of 7,007 cases over the previous year. In 1959, 
agents completed investigation of 32,173 check forgery cases, the 
value of which amounted to $3,015,305, representing a loss to the 
public. There were 2,878 arrests for check forgery, compared to 2,763 
the previous year. 

Last year I mentioned our plans for strengthening our headquarters 
Check Forgery Section by inaugurating a system of classification of 
handwriting on forged Government checks as a measure to deal more 
effectively with forgers operating on a large scale. We have taken the 
initial steps to implement these plans, and, while it is too early to 
forecast results accurately, we believe that this system holds great 
promise. 

An example of the type of work performed by this section is a case 
in which 15 forged Treasury checks have been associated by means 
of handwriting examination and modus operandi as being the work of 
one individual. Indications now are that numerous other checks will 
be involved. To date this forger has been identified with checks 
stolen or cashed in the States of Kentucky, Indiana, Missouri, Ohio, 
North Dakota, Washington, California, and Minnesota. 

In many instances, checks stolen in one State were cashed in another. 
The Forgery Section has coordinated the investigation of the various 
field offices and through review of handwriting specimens of forgers 
previously arrested has now established the identity of the forger in 
this case. This forger has a long record dating back to 1921 and he 
was released early in 1959 from a State penitentiary after serving a 
2-year term. Upon his release he promptly resumed his forgery 
activities. The identification of the forger will permit a concentration 
of effort by all field offices to locate and apprehend him. 

In the 1959 fiscal year, the number of forgery cases involving bonds 
continued a rise that commenced more than a year ago. In 1959, we 
received 5,232 bond forgery cases, compared to 4,043 in 1958, an 
increase of 29 percent. 


PROTECTION OF THE PRESIDENT AND VICE PRESIDENT 


During the past year this Service rendered the usual protection to 
the President, members of his family, and the Vice President while in 
residence and during trips in the United States and abroad. Agents 
have accompanied the President for security purposes on visits to 
Canada, to Mexico, to Britain, Germany, and France, and were with 
the Vice President during his visit to Russia and Poland. 

More recently we were concerned with the protection of the 
President during his historic trip to Italy, Turkey, Pakistan, Afghanis- 
tan, India, Iran, Greece, Tunisia, France, Spain, and Morocco. This 
was the most extensive and grueling trip to foreign lands ever made 
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by a President of the United States, and for the Secret Service one of 


the most demanding security jobs with which we have had to deal. 
To appreciate vad what such trips mean in terms of our responsibility, 
it must be remembered that agents not only accompany the President, 
but others must precede him to all destinations to work with local 
authorities in planning security. 

The increased oversea travel of the President and the Vice Presi- 
dent could not be foreseen at the time our 1960 budget estimates 
were prepared, or when considered by the Congress, and we have had 
to make adjustments in our apportionment of funds for travel pur- 
poses. We must also plan for further oversea travel this year to 
— the President during his attendance at the “summit,’’ in 

aris and other meetings abroad now under consideration such as 
Moscow and Japan. 

In 1959, some 19,000 letters and other types of communications 
were referred to our Protective Research Section for analysis and 
cataloging. The bulk of these communications were written by men- 
tally ill persons. Six hundred and forty were considered of such 
significance as to warrant reference to field districts for investigation. 
Arrests in these cases increased from 78 in 1958 to 90 in 1959. 


MISCELLANEOUS CRIMINAL AND NONCRIMINAL CASES HANDLED 


Miscellaneous criminal and noncriminal cases received totaled 2,336, 
a small increase over the previous year. 

Total arrests made by the Secret Service in 1959 amounted to 
3,455, an increase of 3.4 percent over the previous year, and there 
were 98.1 percent convictions in all cases prosecuted. 


STAFFING AND WORKLOAD 


The attached chart illustrates the staffing and workload trends of 
the Secret Service from 1940 to 1960 and shows that since 1940 cases 
received by the Secret Service increased by 138 percent while our 
personnel has increased by 15 percent. 

(The chart referred to follows:) 
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Mr. BauGuMaN (continuing). Our current workload is a pressing 
problem. But, as I stated earlier, we are looking for a gradual long- 
range decline when the new agents recently appointed, as authorized 
by last year’s appropriation, complete their training and realize their 
full production potential. 

There is no excess in our estimate and no margin whatsoever for 
events which cannot be predicted in law enforcement but which fre- 
quently arise. I would like to reiterate a point of view which I 
expressed to this committee last year, and that is while great stress 
must necessarily be placed on statistical documentation to support 
budget estimates, I do not consider statistics to be the one and only 
measure for estimating staffing requirements of a law enforcement 
agency. Such an agency should be prepared with trained forces to 
meet a rise in crime immediately and forcefully. Delayed action 
simply allows such activity to breed and spread and in the end is 
costly to the Government and, in particular, to the public who 
becomes the victim. 

I have not included any case histories in my statement because of 
the time factor. However, I have here a number of summaries which 
may be of interest to the committee. 


WHITE HOUSE POLICE 


The appropriation requested for the White House Police is 
$1,065,000, an increase of $10,000 over the previous year. The in- 
crease is to defray costs resulting from the Federal Employees Health 
Benefits Act of 1959. This appropriation will provide an average of 
162 employees. The request for 162 is the minimum number neces- 
sary to effectively accomplish the protective duties of the White 
House Police. 

In addition to protection of the Mansion, the Executive Office, and 
grounds, the White House Police augment the Secret Service in pro- 
tecting the President and his family while in residence, supervise 
tours of visitors, and render assistance with respect to social func- 
tions, press conferences, and Presidential appointments. 

During the fiscal year 1959, the White House Police interviewed 
and turned over to the Secret Service 115 mentally disturbed persons 
who appeared at the White House. The force screened 24,865 ap- 
pointments through the White House gates and supervised tours of 
937,973 public visitors through the White House. Members of the 
force assisted at social functions and press conferences having a total 
attendance of 17,750 persons. 

Last year the White House Police Pistol Team continued to dem- 
onstrate its proficiency in competition with some of the most out- 
standing police teams in the country. Among the accomplishments 
of the team were: First place in the Bethlehem, Pa., pistol tourna- 
ment, establishing a new record for the course; first place in the 
Springfield Township, Pa., pistol match, equaling the world’s record 
for the course fired; and first place in the District of Columbia pistol 
and revolver championship. Although the team had never fired 
before in a combat course match, it placed sixth in competition with 
54 of the best teams in the United States and neighkoring countries. 
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TREASURY GUARD FORCE 


The appropriation requested for the Treasury guard force is 
$332,000, or $6,000 less than the 1959 appropriation. The appro- 

riation requested includes $4,000 which is the cost resulting from 
Federal Employees’ Health Benefits Act of 1959. The decrease in 
the appropriation request stems from a reduction of 2.3 man-years 
resulting from adjustment in post coverage requirements. The 
amount requested will provide a force of 64 employees, with related 
expenses, which is considered to be the minimum necessary for pro- 
tection of the Treasury Building and Treasury Annex around the 
clock, 7 days a week. 

The guard force has the responsibility for safeguarding the money 
vaults and cash and coin rooms to prevent thefts, and in addition to 
protective functions, information and personal assistance are provided 
to the general public visiting the besihdine 

The guards receive continuing training in protective techniques 
and use of various firearms, as well as firefighting and first aid, and 
maintain an armorer unit for servicing ordnance and making reload 
target ammunition for use in small arms training. 


NUMBER OF EMPLOYEES 


Mr. Gary. Thank you, Chief. 

As I understand it, you are not requesting any additional personnel 
for 1961? 

Mr. BaucuMan. That is correct, sir. 

Mr. Gary. But there is an increase in your 1961 appropriation 
resulting from the full-year employment of personnel authorized last 
year, who are being recruited during the present fiscal year and are, 
therefore, on the payroll for only a part of this year. 

Mr. BauGHMAN. Yes; extending it to a full 12 months instead of 9. 

Mr. Gary. Last year we authorized an increase in the force, and 
those men will serve only 9 months during the present fiscal year 
1960? 

Mr. BauGHMAN. Yes. 

Mr. Gary. And this year you are asking for 12 months’ salary for 
those men for 1961 and no further increase in force? 

Mr. BaucuMan. That is correct, sir. 

Mr. Gary. You estimated last year that you would have 456 on 
the rolls at the end of the year. How many did you have at the 
end of the calendar year? 

Mr. Taytor. This past calendar year? 

Mr. Gary. As of last December 31. 

Mr. Taytor. As of December 31, we had 457. As of today, 455 
are on the roll. 

Mr. BaucHMAN. The reason there was one over is because we 
added one in December when we knew that in January two employees 
— At present our employment is 455, so we are now 
1 under. 

Mr. Gary. And you anticipate 456 at the end of the year? 

Mr. BaucHMan. Yes. 
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NUMBER OF AUTOMOBILES 





Mr. Gary. How many automobiles do you have altogether, Chief? 

Mr. Baucuman. Mr. Taylor. 

Mr. Taytor. 210 as of now, and 6 additional to be added makes 
216 at the end of the year. 

Mr. Gary. 216 at the end of the year? 

Mr. Taytor. We had 210 at the beginning of the fiscal year, and 
we have received money to replace 10 of those and purchase 6 addi- 
tional cars, which would make a total fleet of 216 at the end of the 
year. 

Mr. Gary. And you are asking to replace only 10 cars next year? 

Mr. Taytor. That is right, sir. 

Mr. Gary. You have 216, and you are only asking for a replacement 
of 10. Replacing 10 a year, to replace the entire fleet would take 20 
years, would it not—21 years? 

Mr. Baucuman. Well, that is the best we can do; that is all I can 
ang AF. Chairman. 

r. Gary. Does an automobile last 21 years? 

Mr. Baucuman. No; it does not. Normally, in the past we have 
asked for replacement of 30 or 35 automobiles, but this year, with 
our heavy caseload, I wanted to maintain our personnel strength, and 
while equipment is most important, nevertheless, this was the only 
way we could work out this ee we to keep our full personnel. 

Mr. Gary. Our committee, Chief, does not feel that it is good prac- 
tice to let your equipment run down. We have insisted on a proper 
replacement program for airplanes of the Coast Guard, and we have 
insisted upon proper replacement programs in other agencies. We 
think that each agency should adopt an orderly replacement program, 
so that they will have a uniform number of replacements each year 
and not have to come in one year and ask for large replacements. 

That has been the attitude of this committee for a long time, and 
I hope that you will consider working out an orderly replacement pro- 
gram, that will give you approximately the same number of replace- 
ments each year to keep your fleet of automobiles in good condition 
at all times. 

Mr. Baueuman. I fully agree with you, Mr. Chairman. First 
of all, this was my decision because, as I said, we are trying to do every- 
thing we can to reduce the caseload. There is no question but that 
we should trade 40 or 45 cars a year, or about one-fourth of the fleet. 
This procedure would be far more inexpensive when you consider 
repairs—safety and repairs to old cars. 

r. Gary. I think that is unquestionably true, and I hope you will 
adopt a program of that kind. What hind of special equipment are 
you proposing on these 10 cars that you are asking for? 

Mr. Baueuman. That is for the alternator and voltage regulator 
for the cars with radios, and eight-cylinder automobiles instead of six. 
In other words, $100 extra for an eight-cylinder, and $135 for the 
alternator and voltage regulator. 

Mr. Gary. Is that the same as last year? 


PRICE LIMITATION FOR AUTOMOBILES 


Mr. Bavauman. Well, we do not know definitely what cars we 
will get this year. The year before we got Plymouths and Fords. 
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It seems that with the limitation of $1,500, only two concerns would 
bid, Plymouth and Studebaker. We will get either Plymouths or 
Studebaker Larks, I believe. 

Mr. Gary. But you are asking for the same additions that you 
asked for last year; is that right? 

Mr. Baveuman. Yes, that is special equipment. 

Mr. Gary. This year you are not asking for any additional auto- 
mobiles at all? 

Mr. Baucuman. No, sir; these are replacements. 

Mr. Taytor. Last year we were permitted to ask for $135 in excess 
of the limitation of $1,500 on the car. The $135 was to permit us to 
get an alternator and voltage ee for the radio-equipped cars. 

Now we find we are having difficulty in buying eight-cylinder cars 
with a limitation of $1,500 on them. So in order to permit us to 
get eight-cylinder cars, we put $100 more in the request, which brings 
it to $1,735 this year, or $100 more than the $135 increase we asked 
for last year. 

Mr. Gary. If the limitation does not enable the law-enforcement 
officers to get proper cars for the discharge of their duties, then I think 
they ought to come back and report it to the committee, and I, for 
one, would certainly be in favor of increasing the limitation to the 
amount necessary. Because I do think that law-enforcement officers 
by all means ought to have adequate automobiles. 

On the other hand, there are a lot of Federal officials and employees 
riding around in Cadillacs and Lincolns that could be riding in cheaper 
cars, and I think that was the purpose in putting the limitation upon the 
price of cars in the law. I do not think the limitation was intended to 
weaken our law enforcement agencies by not giving them satisfactory 
cars with which to discharge their duties. 

Mr. Contr. Mr. Chairman, does that $1,500 limitation apply to 
the Pentagon? For the vehicles of military officers in the Pentagon. 

Mr. Gary. It is supposed to, yes. It is supposed to apply to all 
automobiles, unless there is special authority granted in law. 

(Discussion off the record.) 

Mr. Conte. I do not think that the purpose of this limitation, the 
intent, was to limit law enforcement officers in getting adequate 
cars. It does not mean we want to give the law enforcement officers 
Cadillacs or Lincolns or things of that kind, but we do want to give 
them serviceable cars and cars that they think are necessary for their 
particular work. 


USE OF AUTOMOBILES FOR LAW ENFORCEMENT 


Mr. Baueuman. I fully agree with you, Mr. Conte. 

As you know, in our work we have surveillance work. Sometimes 
we have to chase cars and have to go at a high rate of speed and we 
should have substantial and sturdy cars for that. 

Mr. Contr. They ought to be good cars because you cannot 
properly enforce the law without them. I agree with that thoroughly. 

Mr. Gary. Are these cars that we are talking about used by the 
law enforcement officers? 

Mr. Baueuman. Yes. 

Mr. Gary. Not by the White House Police and the guard force? 

Mr. Bavenman. No. The White House Police do not have any 
cars themselves, nor does the guard force. 
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Mr. Gary. Chief, you estimate there will be 456 employees on the 
rolls in the Secret Service at the end of fiscal year 1960. How many 
of those use automobiles in law enforcement work? 

Mr. Baucuman. Well, practically all the agents. We try to dis- 
tribute the cars proportionately. If we have six men in one office, 
maybe there will be four automobiles. If an office has 20 men, there 
might only be 14 or 15 cars. 

ut in a small office where there are only one or two, they would 
each have a car. And then, too, in the larger cities where you have 
other means of transportation, you do not have a car for practically 
everyone. 

Mr. Gary. How many agents do you have? 

Mr. BaucuMan. 308 agents. 


AUTOMOBILE RENTAL 


Mr. Gary. Chief, what about the cars used for guarding the 
President? 

Mr. Baueuman. They are rental cars. If you are referring to our 
two big Cadillacs, Lincoln, and Oldsmobile, they are secured on a 
rental basis. They are not bought. And those cars are exchanged 
each year for a new model. 

Mr. Gary. Are they covered by your appropriation or the White 
House appropriation? 

Mr. Baucuman. No. By the Secret Service appropriation. We 
control the cars. Now it is true that there are cars paid for by the 
White House which are used by the First Lady and the President. 
We keep them under our jurisdiction for security reasons, but they 
pay for the rental. There are about three cars, I believe. 

Mr. Gary. What amounts do you pay out for these rentals? 

Mr. Baueuman. For the two Cadillacs we pay $500 a year. 

Mr. Gary. Apiece? 

Mr. Baucuman. Apiece, and they take care of all repairs, tires. 
The only thing we furnish is gas and oil. The Oldsmobile is $100 a 

ear. 

” Mr. Gary. In what account is that covered, Mr. Baughman? 
Mr. Taytor. It is covered by the rents and utility services account. 
Mr. Gary. 05? 

Mr. Taytor. Yes. 

Mr. Gary. How many are there? Two Cadillacs, you say? 

Mr. BaucuMan. At the White House we have 11, and 5 at Gettys- 
burg, at the Gettysburg detail; that is where the children are. There 
are about 20 all together. 

Mr. Gary. All 20 of them are rented? 

Mr. BaucuMan. Yes. 

Mr. Gary. Are all of them in your rents and utilities account? 

Mr. Taytor. Yes. Some of them are $500 and for some we only 
pay $100. The total rental cost is included in rents and utilities. 


DEFICIENCY IN FUNDS FOR 1960 


Mr. Gary. Chief, you referred to a transfer of funds because of the 
President’s trip. Can you give us the story on that? 

Mr. Baueuman. That is what—Mr. Taylor will give you the exact 
figure on that, but that was the reapportionment of funds needed for 
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the first 6 months of this year because we were overspending in 
traveling due to these trips. 

Mr. Gary. I have here a letter from the Director of the Bureau of 
the Budget addressed to the Speaker of the House, with reference to 
that item. We will insert the letter at this point in the record. 

(The letter referred to is as follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BuDGET, 
Washington, D.C, 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D 

My Dear Mr. Speaker: As required by section 3679 of the Revised Statutes, as 
amended (31 U.S.C. 665), I am reporting that the appropriation to the U.S. Secret 
Service for ‘‘Salaries and expenses,”’ for the fiscal year 1960, has been reapportioned 
on a basis which indicates the necessity for a supplemental estimate of appro- 

riation. . 

Under the provisions of title 18, United States Code, 3056, the U.S. Secret 
Service is responsible for the protection.of the person of the President and members 
of his immediate family. The proper discharge of this responsibility of the Secret 
Service requires that its representatives accompany the President and his family at 
all times. This requires travel which is beyond the administrative control of the 
Service, and frequently involves travel expenses which cannot be anticipated in 
advance in the regular budget. 

The present overseas trip of the President requires the Secret Service to incur 
travel expenses beyond those contemplated in the 1960 budget. Because of the 
expenses necessitated by the unusual overseas travel of the President earlier in this 
fiscal year, these additional expenses now being incurred cannot be absorbed from 
savings in other activities financed by this appropriation. 

I have determined that these circumstances constitute an emergency involving 
the safety of human life. This determination has been made pursuant to sub- 
section (e)(1) of section 3679 of the Revised Statutes, as amended (31 U.S.C. 
665(e)(1)). That subsection is the basis for this reapportionment which will per- 
mit use of the existing appropriation at an accelerated rate to permit payment of 
these overseas travel expenses. 

The present estimate of the additional cost due to these circumstances is $55,000. 
However, any request for a supplemental appropriation which may be submitted 
to us on account of this additional cost will be thoroughly examined in the light 
of the circumstances prevailing at that time. 

Sincerely yours, 





» Director. 


Mr. Gary. Does that mean you have a supplemental request to 
take care of that overapportionment? 

Mr. Baucuman. Yes. Undoubtedly we will make a request for a 
supplemental to take care of the overspending. 

Mr. Gary. Has that been filed yet, Colonel? 

Mr. Jounson. Yes, sir; that is pending with the Bureau of the 
Budget at the present time, Mr. Chairman. 

Mr. Gary. It has not been sent to the Congress? 

Mr. Jounson. No, sir. On Friday, I was told that it had not 
been approved by the President yet, but probably would be trans- 
mitted to the Congress sometime this week. 

That would also include anticipated expenses for Presidential travel 
id the last 6 months, as well as some travel that has already taken 
place. 

Mr. Gary. Will all of that travel come in this fiscal year? 

Mr. BaueuMaAN. Itshould. As you know, we will be going to South 
America from about February 22 to March 6; and then there is a 
possibility of the two summit meetings in Paris; and there is a good 
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‘possibility of the trip to Moscow; and then there is talk he might 


return via Japan. 


Mr. Gary. That is supposed to be in June, is it not? 
Mr. Baueuman. That should be in June, and it should be covered 


by: 





Mr. Gary. So it all ought to be over before the beginning of the 


fiscal year 1961? 


Mr. Baueuman. That is correct. I do not know, nor have I heard 
-of any rumors, of any future traveling outside the country. 
within the country, there will undoubtedly be Presidential travel. 

Mr. Gary. Do you have a request for any extra travel in this 


a og for 1961? 
r. BavaHMAN. No. 


SALARIES AND Expenses, U.S. Secret 
Program and financing 


SERVICE 


Of course, 





























































1960 estimate | 1961 estimate 
Program by activities: 
1. Suppressing counterfeiting and investigating check and 
RP es Rea $3, 797, 288 $3, 904, 855 
2. General administrative services... 149, 034 151, 849 
8. Executive direction. 69, 678 70, 296 
Total program costs............-.-.-....--.--.-----.- 4, 016, 000 4, 127, 000 
4. Relation of costs to obligations: Cost financed from 
Be a Ce a ee” | ee ees (Pena 
Total program (obligations) __...._.............---- 4, 016, 000 4, 127,000 
‘Financing: 
BOD ISTERIIOR Gvaienie IN BONS... cnsccncctcntcccsnn) 44 By WD aceon nc ce ckiw cle cncsccccsccus 
Unobligated balance no longer available...........-.---.-} 17, 580 |..-....-.---2-]--------- ee 
Appropriation (new obligational authority) _..........-- 4, 016, 000 4, 127, 000 
Object classification 
1960 estimate | 1961 estimate 
Total number of permanent positions___...........-----.----- 474 474 
Average number of all employees. ........---. 442 454 
Number of employees on roll at end of year___ 456 456 
Averys GS prese and Bly... ... ne cccne cco n nnn 9.0 $6,755 | 9.2 $6,946 
01 Personal services: 
Permanent positions........ 22. cccncccn ences acusceds $3, 040, 413 $3, 148, 212 
CPERIEE POTOSI COT TIOGS «ou 5 oss cnincivncececesaceceed 218, 629 206, 934 
tel sereuiedl Ser vies... 2. cn ntedintercnnntcecens 8, 250, 042 3, 355, 146 
ka ey ena ree 277, 200 277, 
03 Transportation of things__-- 18, 600 16, 
04 Communication services_. 53, 457 53, 457 
05 Rents and utility sei vices__- At 3, 160 3, 160 
06 Printing and reproduction. - Ht 8, 000 8, 000 
07 Other contractual services_.........-.--- a 76, 528 103, 528 
08 Supplies and materials...............-.scc.6.2--asesc-vessed 71, 763 71, 763 
Re. ee ee ae ee Treen 35, 550 18, 850 
11 Grants, subsidies, and contributions. _..........-.--.----- 192, 500 198, 796 
13 Refunds, awards, and indemnities.._........-..--..----.- 200 200 
st lated cain cee ictctaeipinienbunthanwineirenanantedinnntel 20, 000 20, 000 
ne i + Perna mrmren te mre tes 
NI ia nop h opsiniine ie nesenmansiusiel 4, 016, 000 4, 127, 000 














Mr. Gary. The appropriations for the item “U.S. Secret Service, 
salaries and expenses’ for 1960 was $4,016,000. The estimate for 


1961 is $4,127,000, which is an increase of $111,000 over 1960. 
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JUSTIFICATION MATERIAL 


We will place in the record at this point pages 1, 2, 9, and 10 of the 
justifications, 
(The justifications referred to are as follows:) 


Analysis of appropriation base for fiscal year 1961 


Regular appropriation, 1960 act............-.---.....-...--.... $4, 016, 000 
Supplemental appropriation for TOGO... . cn cee c ew eewesawwas cencvecsee 
"TOURT GPTODTIAUION, 1960. <i ssn cawnncasncaceceunsencem 4, 016, 000 
Reductions: 
Activity 1. Suppressing counterfeiting and investi- 
gating check and bond forgeries__--_---- $46, 903 
Activity 2. General administrative services_...-.---- 511 
Activity 3. Executive direction...........-.--.----- 242 
Co ee ee eee ae 47, 656 
Additions: Activity 1. Suppressing counterfeiting and in- 
vestigating check and bond forgeries_......----.------ 62, 469 
WENUIRGNY IR WEES (NOU) oo) ocd co ohcusnconeeaabeanccagas™= +14, 813 
Appropriation base for 4GGl =... 25-25 soe esc ccecenccecasu 4, 030, 813 
Increase over appropriation base for 1961__._-.-.-.-------------- 6, 
Appropriation estimate for 1901. ........ <<. 40e>acuneessucaecsucece 4, 127, 000 
Increase or decrease from total appropriation, 1960_..-.---- 111, 000 


Comparison of appropriation base with appropriation estimate for 1961 

















Appropriation base | Appropriation esti- Increase (+) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average| Amount | Average| Amount 
positions positions positions 
1, Suppressing counterfeiting and 
investigating check and bond 
ii dnntnntannadeimnannn 423 | 3,812,854 423 | 3,904,855 |.......... 92, 002 
2. General administrative services. 25 148, 523 25 «| eee 3, 326 
3. Executive direction. .......-...-- 6 69, 436 6 1 2 ees 860 
ae ae 454 | 4,030, 813 454 | 4,127,000 |.......... 96, 187 
Adjustment in base (met)...-...-..- —12 WIR OED licnnceccedlensauscnnens 12 14, 813 
Total appropriation for 1960 
and appropriation estimate 
We Sn adtaccncacuseniesaee 442 | 4,016,000 454 | 4,127,000 12 111, 000 























GENERAL STATEMENT 


The funds requested under this appropriation are for the administrative costs 
in connection with the operation of the U.S. Secret Service and the carrying out 
of the basic functions with which the Service is charged, including the protection 
of the President of the United States, the members of his immediate family, the 
Vice President, at his request, and the person chosen to be President of the 
United States, at all times and under all conditions; the detection and arrest of 
persons engaged in counterfeiting, forging, or altering of any of the obligations 
or other securities as well as coins of the United States and foreign governments; 
and investigations of personnel, tort claims, and other noncriminal cases as di- 
rected by the Secretary of the Treasury (18 U.S.C., sec. 3056). 


EXPLANATION OF LANGUAGE CHANGES 


The requested changes in language are necessary: (1) to permit the purchase 
of 10 passenger motor vehicles for replacement only; (2) to permit the purchase 
limitation on the 10 passenger motor vehicles used for police-type work, to be 
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regulator necessary for operation of two-way mobile radio units. 


Analysis of appropriation base 


exceeded by $235 each, the cost of a standard 8-cylinder engine required for faster 
starts in surveillance work, and the cost of a heavy-duty alternator ana voltage 

















































Appropriation all allo- Adjustments in Net change in base 
cation for 1 base increase 
baa Perey te »s 
Activity 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions positions 
1, Suppressing counterfeiting and 
investigating check and bond 
| RS SR ES 411 | $3,797,288 | $46, 903 $62, = +12 +$15, 50s 
2. General administrative services_ 25 149, 034 Set f... Feat. (eee ~ 
3. Executive direction -~.-~.---- 6 69, 678 Ur" en met 
RS ee een cee e 442 | 4,016, 000 47, 656 62, 469 +12 +14, 813 










agent engaged in investigative work closing an average of 17 cases per month 
cases per year) 


Actual workload for 1958 and 1959 and estimate for 1960 and 1961 based on each 
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1958 actual 1959 actual | 1960 estimate | 1961 estimate 























































































ees 
oa auawen amas 
Pending prosecution 











Average number of agents (field investigations) 212 210 233 241 
Inspectors and special investigators. ._.......-- 7 7 7 if 
Cases pending, beginning of year: 
he TE ae 257 452 663 571 
' Check cases. ________- Lbs pees 10, 034 16,177 24, 656 32, 256 
ae a eres 2, 189 2, 027 3, 641 5, 218 
‘ Protective research __- ; 206 79 36 26 
‘ Other criminal and noncriminal..________- 306 325 516 702 
if ER Ee A Se 12, 992 19, 060 29, 515 38, 773 
* Cases received: 
a ee 3, 173 4, 408 4, 408 4, 408 
** le ee cate: 33, 648 40, 655 40, 655 40, 655 
! 1 ae ane ae 4, 043 5, 232 5, 232 5, 232 
+4 Protective research... __- ceccesinins 965 640 640 640 
if Other criminal and noncriminal.._______- 2, 273 2, 336 2, 336 2, 336 
f COE ORS. ee 44, 102 53, 271 53, 271 53, 271 
‘ —— 
o Total to be investigated......._..._____- 57, 094 72, 331 82, 786 92, 044 
re 
be Cases closed: 
a J Ee a ioe 2, 978 4, 197 4, 500 4, 500 
SE Soot nocscauce ace ‘ se 27, 505 32, 173 33, 058 36, 718 
Bond cases. 4, 205 3, 618 3, 655 5, 000 
Protective research _. 1, 092 683 650 646 
Other criminal and noncriminal_____-___- 2, 254 2, 145 2, 150 2, 300 
MN ae Chanenailnancemnin iaeentionane 38, 034 42, 816 44,013 49, 164 
can uuiciota a aia REM AMA LE a de ae a pawns 42, 880 
TO | a ar eine Soc omee SNe NGENeN ab nosh kndeocuuemsmes 177 
Pending, June 30, 1959: = 
Is Sees She Lb eS oS < teak wah RASC emeenenedecduasasaussunnuckeaent ce 
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Statement showing disposition of criminal cases for the fiscal years 1965, 1956, 1957, 
1958, and 1959, and the number of cases pending as of June 30 



















































































Indictment Not Dismissed Died 
Fiscal year Convicted | Acquitted | dismissed | indicted before before Total 
indictment trial 

2,979 58 43 20 128 5 3, 242 
Z 54 68 30 151 7 3, 360 
2,915 46 40 20 155 2 8, 178 

3, 047 33 31 15 163 8 4 
163 62 44 24 123 2 3, 418 

Disposition ratio 

1955 1956 1957 1958 1959 
Convicted_.----.- 91.9 90.8 91.8 92.4 92.5 
Acquitted_ a 1.8 1.6 1.4 1.0 1.8 
Indictment dismissed............-.-..-...- 1.3 2.0 13 9 1.3 
Not indicted....-.----- 9 9 .6 5 By 
Miscellaneous 4.1 4.7 4.9 5.2 3.7 

Cases that went to trial— Ratio 

1955 1956 1957 1958 1959 
Oniyintea = 255 ise oooe ce dae dawaeeent 98.1 98.3 98. 4 98.9 98, 1 
OSS. aa Ree eae eS Te 1.9 1.7 1.6 1.1 1.9 

Cases awaiting action of the courts as of June 30 

1955 1956 1957 1958 1959 
ee eee 26 18 49 82 76 
OO 1 1 6 4 4 
BEE IR res ccmerndimansdenineconn 21 26 29 28 36 
Other counterfeiting ll 5 1 1 2 
Check forgeries 779 737 816 836 889 
ee a eee 32 37 34 34 26 
All other. _..-- 86 84 68 64 53 
Total 956 908 1,003 1,049 1, 086 




















COUNTERFEITING 


Mr. Gary (continuing). Chief, what are the causes of the upward 
trend in counterfeiting activities? 

Mr. Baueuman. That is most difficult to say. If we could pin- 
point the causes, I would think we would be able to reduce the 
counterfeiting. But today it seems that many persons, not neces- 
sarily people with criminal records, but printers, and others, have the 
idea that they can make a counterfeit bill. 

For instance, we have arrested and seized counterfeiting plants 
where employees have worked at night unknown to the employer, 
and for some reason, in the last couple of years 
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Mr. Gary. You mean in ordinary printing establishments? You 
do not mean it has been done where they are printing Government 
money? 

Mr. Bavucuman. Oh, no, not Government. But commercial, 
private, places. 

But we have found so many cases like that where individuals, 
with no prior record, and legitimately employed, tell us later they 
were not making enough money, and thought they could print 
$100,000 or $200,000 in counterfeit, make their profit, and then stop. 
But we also know that where counterfeit money is available, there 
are thieves and crooks who will purchase it and take a chance and 

ass It. 
‘ The thing, of course, is to get to the source; and today with the 
modern equipment, these offset machines, it does not require the 
skill that it required years ago. 

Mr. Gary. Now explain that to us. You said that because of 
this modern electronic equipment it is easier to counterfeit. Why 
is that true? 

Mr. BaucHMAN. Well, because of the more modern machines and 
simplified methods. On reading a few instructions, someone with 
some ability in that line, can actually make the plates and print the 
money. 

And they sell you today prepared 

Mr. Gary. You mean they look more like the original and it is 
easier to make better counterfeit than it was before; is that it? 

Mr. BauGcuMan. It is not making better counterfeits. No, not 
with some of this equipment, but is is easier to make, because it does 
not require the skill or the knowledge. 

(Discussion off the record.) 

Mr. Gary. What assistance is received from other enforcement 
officials or other Federal agencies and State and local authorities in 
the detection and suppression of counterfeiting activities? 

Mr. BaucuMan. We receive cooperation from all law enforcement 
agencies. That is, if there is any violations under our jurisdiction, 
they willreport it. But there is not necessarily any dual investigation. 

In other words, the police department does not necessarily have a 
counterfeit squad. We work on that solely. 

As far as checks are concerned, we work closely with the post office 
inspectors, as they are interested in thefts from the mails, while we 
are interested in the forgery. 





FORGERY 


Mr. Gary. In what percentage of bond forgery cases does it de- 
velop that the rightful owner participated in the proceeds, forgery or 
fraudulent negotiation of the original bond? 

Mr. BaucHMAN. We do not have any breakdown on those figures, 
but I can say that we get very few false claims. You are more likely 
to receive a false claim in a check forgery case than in a bond case. 

Incidentally, just last week—Mr. Canfield, you will be interested— 
we made a very good case in and around Newark, arresting two men 
and two women who had been passing bonds for some time. This is 
quite an involved ring in the sense that they bought these bonds from 
certain “fences,” who, in turn, bought the bonds from burglars. These 
bonds were, of course, stolen from homes. 
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In the car they had $16,000 worth of bonds which were recently 
stolen in Minneapolis and these people had passed bonds all over this 
area, I mean particularly in the New Jersey area and in Philadelphia. 
and undoubtedly when we get through, there will be more involved. 


EXAMPLES OF CASES INVOLVED 


Mr. Gary. You referred to some cases that you had. 

Mr. BauauMan. Yes. I prepared some cases here in the event you 
wanted to put them in the record. 

Mr. Gary. Is that the list of them? I think it would be well to 
put these in the record. 

Mr. Baueuman. This will give you some idea of our work. 

Mr. Gary. These deal with all types of cases. Without objection, 
they will be placed in the record at this point. 

(The list referred to follows:) 


PRESIDENTIAL PROTECTION 


Recently the President attended an affair at a Washington hotel. The usual 
precautionary measures were in effect with agents and members of the Metro- 
politan Police Department on duty. Shortly before the President was to arrive, 
there was a disturbance in the service corridor in the basement. An agent pro- 
ceeded to the area of the disturbance where a large man was found to be throwing 
and kicking chairs about the corridor. Noticing the agent approaching, this 
man retreated to a point where he had placed a pint bottle of whisky. With the 
whisky bottle in hand, he advanced threateningly toward the agent. After a 
scuffle the agent succeeded in restraining this subject, temporarily. Then he 
broke loose and went completely berserk. Two women employees of the hotel 
passed by the scene and the crazed man attempted to grab them. Moments 
later, a young hotel guest came into the area and subject grabbed him by the 
necktie and began to choke him. The agent succeeded in breaking the strangle- 
hold and the young man fled the scene. In the meantime, another agent and a 
police official arrived. After a struggle, during which the face of one agent was 
severely lacerated and agents and the police were sprayed with a soda acid from 
a fire extinguisher which the subject was thrashing around, the subject was 
finally subdued and handcuffed. Despite the handcuffs, it took the combined 
efforts of five officers to place him in the police vehicle. 

Investigation wed that this subject had a history of mental illness dating 
back to 1945 and that he had been hospitalized in various installations in New 
York and Virginia, his condition having been diagnosed as manic depressive 
psychosis. He had been released to the custody of his wife and was receiving 
a Pepe ne treatment. It was developed that earlier in the day subject had 

en arrested in Maryland after he had entered a private dwelling. He was 
released to his wife, since the complaining witness did not wish to sign a complaint. 

Following the hotel incident, he was taken to District of Columbia General 
Hospital. e was released for private treatment. Then followed a series of 
commitments and releases for private treatment. He has now again been com- 
mitted to a State hospital. 


In January of this year, a man about 50 years of age, evidencing signs of nerv- 
ousness, appeared at the northwest gate of the White House and insisted on 
seeing the President. He was convinced that the President as Mr. Eisenhower 
did not exist and refused to leave until he could determine for himself if he did 
exist. He threatened that he would slash anyone who stood in his way. He 
was searched and a long curved knife in a holster was taken from him. He was 
held, turned over to the Metropolitan Police Department, and committed to the 
District of Columbia General Hospital for mental observation. Later he was 
adjudged to be of unsound mind and transferred to St. Elizabeths Hospital pend- 
ing transfer to a hospital in his State of domicile. 

Investigation of background of this subject in Kansas disclosed that he started 
to drink excessively after his release from military service in World War II. 
In 1957, a warrant had been issued to hold him for a sanity hearing, but the war- 
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rant had not been executed as the subject’s family took charge of him for the 
purpose of arranging for mental treatment. It is reported that at one time this 
subject, in Nebraska, attempted to throw acid into the water supply. 

The subject first evidenced signs of serious mental disorder in 1955 when he 
became obsessed with the idea that radio annonncers and TV performers could 
look into homes when sets were on, and he went to a local TV station and caused 
considerable commotion by claiming that they were invading the privacy of the 
local citizenry. 

In 1957, he began to worry about fallout from atomic bombs and it was because 
of this belief that he was arrested in Nebraska for attempting to put acid in the 
drinking water supply for the purpose of purifying the water which he believed to 
be contaminated. His arrest came about after he had purchased the acid from a 
druggist and explained that his purpose was to purify the town’s drinking water. 


On April 16, 1959, a man drove up to the northwest gate of the White House. 
He was stopped as he attempted to drive past the barrier, and the White House 
Police officer asked him what his business was. He said: “I am going to see 
that man called President Eisenhoewer.’”’ He then began making wild motions 
with his hands and distorted his face, his eyes protruding. Two White House 
Police officers and a member of the Metropolitan Police, who was nearby, finally 
were successful in subduing and handcuffing the subject. . He was in a wild state 
and made weird noises and would answer no questions. He threatened to strangle 
one of the agents who was attempting to talk with him, and it was necessary to 
put restraining cuffs on the subject’s legs. This subject, 24 years of age, was 
identified as a Washington man who had just recently been returned from a 
hospital in California by his father. After a hearing before the District of Colum- 
a Commission on Mental Health, he was committed on April 28 to St.Elizabeths 

ospital. 

, COUNTERFEITING CASES 


An investigation of the manufacture and passing of counterfeit $100 notes 
has been actively pursued for more than a year in which time there have been 
35 arrests. The investigation began in November 1958 when information was 
received by the Secret Service that counterfeit $100 notes were soon to be offered 
for sale through underworld outlets. The rumor was soon substantiated when 
counterfeit $100 notes of a deceptive new issue were passed in two Chicago 
department stores on November 26, 1958. In the meantime, an undercover 
agent, frequenting hangouts of known criminals, made the acquaintance of 
Floyd C. Vincenti who showed the undercover agent a sample counterfeit and 
told him they were available in $100,000 lots. The undercover agent began 
negotiating with Vincenti for the purchase of a quantity of the notes. While 
this aspect was in progress, the counterfeits were passed in Dallas, Tex. Prompt 
action by the Dallas and Houston Secret Service offices in alerting merchants 
resulted in the arrest in Houston on December 12 of two young women who had 
43 of the counterfeit $100 notes in their possession. They had successfully passed 
counterfeit notes at Chicago and Dallas, their appearance and experience as 
models facilitating their operations in fashionable department stores. 

The undercover agent continued negotiations with Vincenti and arranged for 
the delivery of $100,000 in the counterfeits. Vincenti delivered $20,000 in 
Chicago on December 15, and on December 18 flew to New York and delivered 
$80,000 to undercover agents. He was arrested while making delivery and was 
found to be in possession of a loaded revolver. He has since been convicted and 
sentenced to 8 years. 

The notes continued to appear in various parts of the United States and Canada 
and arrests of small distributors and passers were made in Ontario, Chicago, New 
York, and Cleveland. Meanwhile, undercover agents posing as representatives 
of a foreign criminal syndicate established contact with Alphonso Amabile who 
was suspected of being in possession of a huge quantity of the counterfeit notes. 
The agents negotiated with Amabile and on January 18 received delivery of 
$300,000 in these notes. Subsequently, on February 5, Amabile delivered an 
additional $23,000, and on February 11, in company with a confederate, William 
Rabiolo, delivered $224,300 in the notes, at which time Amabile and Rabiolo were 
arrested. 

These notes continued to circulate and additional arrests followed. An ex- 

rizefighter was arrested for passing these notes in Washington, D.C., and in 
Daryn. Among other arrests made were a Cleveland man who delivered 
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$10,000 of the notes in Pittsburgh, and a group of Miami hoodlums who had 
distributed and passed the counterfeit notes along the eastern seaboard. In 
another segment of this case, a Norfolk, Va., man was arrested in Chicago after 
seven of the counterfeit $100 notes were passed at a Western Union office in Gary, 
Ind., in the purchase of a money order. The arrest was made when he called at 
a Chicago office of Western Union to pick up the funds that had been wired to 
him by his two accomplices, one of whom was arrested within a few days in 
Miami. The second accomplice, arrested in St. Louis 2 months later, was in 
possession of $1,114 in genuine money. Internal revenue agents were alerted and 
before his delivery to jail they levied $1,110 against him for delinquent income 
tax, and seized the money. He accepted the counterfeiting arrest with a shrug, 
but the seizure of his money caused prolonged lamentations. He admitted he 
had not filed returns since 1948, and claimed that the Government had no right 
to expect any returns as he had not worked since then. 

This group had purchased $5,000 in these counterfeit notes from Willie Bernard 
Harris, alias Beer Bottle Harris, alias Willie the Hipster, who was arrested in 
Miami, August 7, 1959. Harris, a convicted burglar, is now doing 5 years for 
receiving stolen goods. 

Rufus Howard Harden was arrested in Gulf Shores, Ala., on October 13, 1959, 
and charged with the manufacture of counterfeit U.S. Treasury checks. Harden, 
the ringleader of a huge international conspiracy to counterfeit Treasury checks, 
was held in $50,000 bail. With the arrest of Harden, 14 persons had been taken 
into custody in this investigation which began in May 1959, when four deceptive 
counterfeit Treasury checks were cashed in Milton and Crestview, Fla. Follow- 
ing the initial appearance, the passing of the counterfeit checks spread to other 
localities in Florida and then into Georgia, Mississippi, Louisiana, and Texas. 
The checks were usually passed in supermarkets, liquor stores, and clothing 
stores. Banks and potential victims were alerted to the counterfeit checks and 
the first break came when on May 23 one of the checks was presented at a food 
store in Baton Rouge which had been alerted. The check was refused but a 
description of the passer and his car was noted and broadcast on an interstate 
police network. Two days later, on May 25, Arphy Justin Sonnier was arrested 
at Beaumont, Tex., and identified as the Baton Rouge passer. Sonnier was 
returned to Baton Rouge where he was sentenced to 6 years on State charges 
involving the counterfeit checks. 

In the meantime, an intensive investigation of associates of Sonnier, a convicted 
white slaver, began. An undercover agent of the Secret Service operating in 
Opelousas, La., made the acquaintance of the girl friend of Sonnier, a suspected 
member of the conspiracy. The undercover agent, representing himself as a big- 
time hoodlum from the East cooling off in Louisiana, won her confidence and 
eventually purchased 11 of the counterfeit checks from her. Following this 
“buy,” negotiations were continued for the purchase of the counterfeit checks in 
quantity, the objective being to reach the leaders of the gang. By this time, the 
undercover agent had made an impression of being flush and having major under- 
world contacts, and it wasn’t long until he was in contact with the principal dis- 
tributors of the counterfeit checks. He made a deal for 1,000 of the counterfeit 
checks to be delivered at a price of $20,000, the delivery to be made in Washing- 
ton, D.C. Late in the afternoon of July 8, Joseph Lovely Sonnier and Louis 
Emory Roger, both having served time on white slave charges, arrived at the 
Washington National Airport where they were met by the undercover agent, now 
in company with a second undercover agent who was introduced as the party who 
was backing the purchase of the counterfeit checks. The delivery was made and 
the two counterfeiters were quietly taken into custody and removed to Alexandria 
Va., where they were arrainged. About 755 of the counterfeit checks were seize 
along with counterfeit military identification cards, counterfeit social security 
cards, and counterfeit Alabama drivers’ licenses. Early the next morning, the 
“girl friend” was arrested at the home of Joseph Lovely Sonnier at Duson, La. 

Knowing that Sonnier and Roger had made trips to Durango, Mexico, the 
investigation now moved across the border and was taken up in cooperation with 
Mexican authorities. A systematic screening of individuals with the capabilities 
and facilities for printing the counterfeit checks was commenced and eventually 
pointed to the operators of a printing establishment, two brothers who had the 
reputation of high living and frequenting night spots. With sufficient evidence 
accumulated, a raid was made on their establishment and the plates for the 
counterfeit checks were seized. A general roundup of others associated in this 
conspiracy was then made. Altogether, there were 15 individuals involved, 
9 Americans and 6 Mexican nationals. Joseph Lovely Sonnier and Louis Emory 
Roger have been sentenced to 12 and 10 years, respectively, and the other cases 
are awaiting disposition. 
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Dallas Sebastian Barr was arrested on July 30, 1959, in St. Louis for possession 
of plates for printing counterfeit $10 notes. Numerous plates, negatives, and 
proofs of the counterfeit notes were seized. Barr, a taxi driver, was a self-taught 
engraver. The counterfeit notes made by Barr first appeared in Chicago on July 
23 where none of the notes were passed. The notes continued to pass actively 
and spread to Kansas, Arkansas, Mississippi, and Louisiana. On August 2, 
William James Lindquist was arrested in New Orleans for possession of two of the 
counterfeit notes, and on August 4, his confederates, George Gus Koines, Norman 
S. Bennett, and Melburn E. Rhodes were arrested at Lake Charles, La., at which 
time $880 in these notes were found on their persons and in their hotel room, and an 
additional $6,610 in the trunk of their car. On August 10, Ralph Melvin Johnson, 
an offset printer, was arrested in St. Louis for printing the notes. About $50,000 
in these notes had been printed, but more than half had been destroyed due to 
inferior quality. Negatives for making counterfeit $1 and $5 notes were also 
seized. Ironically, the wife of Dallas Barr almost became criminally involved in 
this counterfeiting venture unknown to her husband. Shortly before the arrest of 
Barr, she took a bill from his pocket and passed it on a merchant in payment of a 
purchase. The merchant turned it over and found that it was only printed on one 
side. Mrs. Barr told the merchant there must have been some mistake and she 
asked for the return of the bill. It was later found when Barr was arrested. 





Aubrey Lloyd Patterson, 26, and William Holloway, 31, were arrested Septem- 
ber 27, 1958, at Roswell, N. Mex., for possessing and passing counterfeit $20 notes. 
Approximately $12,500 in counterfeit notes were seized when found in a Cadillac 
automobile owned by Patterson. The seizure included a new counterfeit $10 note. 
They claimed that the notes had been purchased in Chicago. Investigation at 
Dallas disclosed that Patterson and Holloway had been caught in a printing estab- 
lishment early in the morning of December 7, 1957, by the owner of the printing 
establishment while they were using camera equipment. They claimed at the time 
that they were making pictures of nude women. Patterson had been employed at 
this printing establishment as a papercutter but had been let out on account of a 
physical disability. Further investigation at Dallas established that Patterson 
had been friendly with a pressman employed at another printing place. This 
pressman was questioned and it developed that the day before he had informed his 
employer of his part in the counterfeiting and passing of the notes. He admitted 
that early in September Patterson had taken him to a vacant house owned by 
Patterson’s mother where Patterson and Holloway had equipment set up sup- 
posedly to do job printing. Patterson showed him a number of sheets of backs of 
$10 and $20 bills. They wanted him to print the face. He claimed that he would 
have nothing to do with the counterfeiting and later was told that all of the notes 
had been burned. Subsequently, he was told that they had not been burned and 
that there were about, $1,000 in completed notes, a Holloway suggested that 
they take a trip out of town and pass notes. He claimed that he was drinking 
at the time and went to Louisiana with Holloway where they passed notes and 
continued into Texas, passing more of the notes. They returned to Dallas on 
September 22. He claimed that Holloway buried the notes that were left in a 
fruit jar in back of Patterson’s mother’s home. He pointed out the vacant house 
where he said he had seen notes and a search disclosed blank plates in evidence of 
printing. Following these developments at Dallas, Patterson admitted manufac- 
turing the notes. Patterson and Holloway were sentenced October 24, 1958, to 
4 years each. 





On February 5, 1959, Franklin J. Foster was arrested in Los Angeles after at- 
tempting to pass a counterfeit $20 note. Later in the day, Donald C, Haidl, a 
distributor of these notes, was arrested and eight of the counterfeit notes were 
seized. Search of Haidl’s home revealed 12 additional notes. On February 9, 
an undercover agent made a connection with Henderson B. Huggins, a suspect 
in this counterfeiting case. Huggins later discussed with the undercover agent 
the purchase of one-third interest in the counterfeiting plant for $2,000 and showed 
him a multilith press located in the rear of a TV store. On February 13, Huggins 
was arrested ‘and surrendered 111 counterfeit notes. Huggins admitted that he 
had printed the notes in partnership with Robert E. Grady who was arrested in 
Tijuana, Mexico, on February 7, for passing counterfeit $20 notes in Tijuana. 
Donald C. Fuller was also arrested on February 13 in Los Angeles as being in- 
volved in the manufacture of this note. Edward B. Braun, part owner of the 
store, was arrested February 13 and in the trunk of his car was found a large 
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quantity of rejected, uncut, and unfinished notes, negatives, multilith plates, 
and other paraphernalia for these notes. 

The following case, which is still under intensive investigation, shows how 
rapidly a counterfeiting enterprise can develop into one of major proportions. 
It also clearly shows the need for highly trained personnel, and how quickly such 
an activity can absorb the labor of a large number of men in its suppression. On 
November 16, 1957, a new counterfeit $10 note appeared in Indianapolis, Ind. 
During the next few days a considerable number of these counterfeits appeared 
in Chicago, and on November 20, 1957, another new counterfeit $20 note appeared 
in Indianapolis. Special agents of our Chicago office carefully examined every 
note picked up. On one they found a watermark in the paper. Then followed 
the tedious and time-consuming task of tracing purchasers of this type of paper— 
truly a huge undertaking in a large city. However, they did learn of a purchase 
of this type of paper under somewhat unusual circumstances connected with a 
telephone call from a concern selling printing machinery. Investigation revealed 
that two men, said to have come from Memphis, had purchased the paper, print- 
ting equipment, and a large camera. Fairly good descriptions of them, and the 
truck they were using, were obtained. Meanwhile, the passing of these two 
notes had spread to many other States. On December 23, 1957, two passers 
were arrested in Atlanta, and on December 24, 1957, another new $10 note ap- 
peared in Nashville. On January 25, 1958, at Bartow, Fla., another new coun- 
terfeit $20 joined the first three counterfeits, and all appeared regularly in a num- 
ber of States. Arrests of passers began to become frequent, each such arrest 
representing a detailed investigation in itself. The search for the plant was con- 
tinued. On May 10, 1958, several passers were arrested in Arkansas, and through 
investigation of activities of these passers information was obtained which was 
to lead to the manufacturer. It is ironic that the Arkansas passers were appre- 
hended in trying to dispose of the last note of their current supply. It was learned 
that a distributor might be contacted in Memphis. On May 12, 1958, a new 
counterfeit $50 note appeared in Memphis. It had been determined by careful 
analysis as each new counterfeit appeared that they were all coming from a com- 
mon source. On May 13, 1958, at a meeting in Memphis, Tenn., pay Seco Service 
undercover agent purchased more than $2,500 worth of notes from John W. 
Riadon and arranged for a much larger purchase to take place in Nashville. He 
accompanied Riadon to Nashville, where Riadon delivered more than $72,000 
worth of the notes at an airport, at which time he was arrested. It was found 
that he was one of the manufacturers of these notes in a printing establishment 
which he partly owned, in Donelson, Tenn. The equipment had been moved to 
the farmhome of Richard Benton Fulcher, another of the manufacturers, near 
Franklin, Tenn. On May 26, Fulcher’s home was raided. He was arrested and 
additional counterfeits were seized. Continued investigation had disclosed that 
the financial backer of the enterprise was one John D. Byars, a notorious boot- 
legger of Antioch, Tenn., and Fulcher and Byars were identified as the men who 
made the Chicago purchases. Fulcher, on $5,000 bond from his first arrest, was 
again arrested on Sctober 1, with Byars, and charged with conspiracy. A new 
search of Fulcher’s home revealed a negative for a $1 silver certificate. His 
entire printing plant was seized. 

Passing of these notes had spread to many States, and arrests of passers and 
distributors were being made regularly. Among those arrested was James D. 
Bundy, who has had much notoriety in Tennessee and had acquired a reputation 
for always being able to ‘‘master mind” criminal activities but keep himself in 
the clear. He was a major distributor of the notes in Nashville, and sold to 
passers from many other places. 

On November 8, 1958, Riadan was sentenced to 15 years imprisonment in the 
Memphis case and he will be tried again with Byars in Nashville for offenses in 
that area. Bundy is serving a 5-year sentence for conspiracy connected with 
large-scale note-passing in Michigan, and has been convicted in Nashville for 
Tennessee violations. At the time Bundy was found guilty in Nashville, his 
brothers, Odell and Herman Bundy, were arrested and charged with seeking to 
obstruct justice by making abusive statements to members of the jury. One of 
them is quoted as saying: ‘This is the damned dirtiest jury we ever saw.’”’ They 
were held under $3,500 bond each. 

Counterfeit notes from this plant continue to appear and arrests of passers 
continue to be made. The latest arrest was in August 1959. Through September 
30, the Secret Service had received more than $153,000 in these notes from 38 
States. About $102,000 of this was seized before it could be passed, but the 
public has lost more than $50,000. Since the first arrest in 1957, there have been 
a total of 51 arrests of 45 persons. Some, like Fulcher, were arrested twice. 
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James Allan Davis, a building contractor and commercial artist, was arrested 
February 18, 1959, at his home in La Crescenta, Calif., and admitted making, 
possessing and passing counterfeit $20 notes. Davis admitted he had passed 
about 25 counterfeit notes in the foothill area of Los Angeles County, including 
the towns of La Crescenta, Montrose, Pasadena, and Altadena. He surrendered 
152 counterfeit $20 notes which he claimed were the balance of his counterfeits. 
His printing equipment as well as other counterfeiting paraphernalia were seized. 

Davis had been assembling this counterfeiting plant for about 4 months and 
had experimented with various types of notes including $20, $50, and $100 notes. 
He stated that he could not produce good enough negatives to make plates for 
$50 and $100 notes and had destroyed the other negatives he had made. In his 
back yard, agents recovered a stack of partially destroyed multilith plates con- 
taining impressions of $20, $50, and $100 Federal Reserve notes. 

Davis had no known previous criminal record and stated that he entered into 
this counterfeiting venture because of financial difficulties. He concealed his 
counterfeiting activities from members of his family by telling them he was en- 
gaged on a highly secret Government project and that when he completed same 
he would have a lot of money. 

On April 20, 1959, he was sentenced to 5 years’ probation. 


In May 1959, a Chicago woman was victimized with a counterfeit $100 note 
in a unique manner. She was attending the races at the Maywood track and had 
the good fortune to win $109 in one race. She was happily standing in line to 
cash in her ticket when a courteous gentleman standing behind her in the line 
offered to buy her ticket as he had to wait in line anyway. He gave her a $100 
note and nine singles. Unfortunately, the $100 bill turned out to be a counter- 
= — her winnings suddenly dipped to a meager $9 from the $109 she thought 
she had won. 


From valedictorian of his high school graduating class, an 18-year-old youth 
brought misfortune upon himself by making and passing a $1 bill altered to $20. 
He was arrested August 17, 1959. He was scheduled to enter the State univer- 
sity in the following fall and committed this offense, he claimed, to raise funds to 
cover cost of a physical examination. 


ForGERY 


In May 1959, agents of the Secret Service, in cooperation with postal inspectors, 
broke up a large ring of check thieves and forgers known as the Red Fox gang 
operating in Dallas, Tex. Nineteen members of this gang were arrested and con- 
victed. This gang, not satisfied with the amounts of checks issued for less than 
$100 would alter such checks by adding the digit ‘1’, increasing the amount by 
$100. Within a period of 2 months they stole, forged, and altered some 80 checks 
realizing about $7,500 from their operations. The gang operated by cruising in 
automobiles and stealing checks as they were left by mail carriers in letter boxes. 
They would then take the checks to the home of one of the members where they 
would raise the amount with a rubber stamp used for this purpose. If the mer- 
chant evidenced signs of suspicion, another member, loitering nearby, would walk 
into the store and greet the passer by his first name and engage him in conversa- 
tion. Thus reassured as to the identity of the person presenting the check, the 
merchant would cash the check. These offenders had their own code words. 
They referred to Government agents as ‘‘Uncle Charley”? and to the checks as 
“one-way” or “two-way”’’ depending on whether they were issued to a single payee 
or to copayees. The checks themselves they called brownies due to the brown 
envelopes in which they were enclosed. 

In October 1959, a new group with tenuous relationships with the Red Fox 
gang sprung up but was quickly stamped out. This group consisted of four men 
and their first effort turned out to be their last. Whereas the Red Fox gang 
made cunning plans, this later group operated with little or no planning. After 
trying to cash a small check at four liquor stores they made an attempt at a 
pawnshop where they were promptly arrested by a Dallas detective. 


On July 10, 1958, William Dupaty was arrested in Chicago as the ring leader 
of a gang of check forgers. His arrest followed the arrest of five other members 
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of the gang, all of whom had cashed checks at a tavern owned and operated by a 
woman, a displaced person who had only been in this country for several years. 
Dupaty admitted participation in the forgery and negotiation of about 75 checks, 
although he had personally negotiated only 1 check. To negotiate the other 
checks, he would get other persons to impersonate the payee of the Government 
check and he would identify the passer to the tavern owner as the true payee. 
He usually received two-thirds of the proceeds after the checks were cashed. 
Altogether, 15 members of this ring have been arrested. Dupaty admitted that 
after the tavern owner stopped cashing checks on his identification, he, with two 
others, had robbed her at gunpoint taking about $65 in cash. The tavern owner 
had sustained a loss of more than $5,000 and to cover the loss had to take a second 
mortgage on her business. Dupaty had attempted to cover his depredations by 
playing a dual role. While he was engaged in this forgery activity, he was also 
serving as a police informant, and it was not long before he was trapped by the 
evidence furnished by the very persons on whom he was informing. 





Frank Sue Ho Yee was arrested April 15 in New York City for the forgery of 
two social security checks. Yee, a naturalized Chinese-American, had been active 
in police work in China for years. He was dean of political science. of a law 
school; police commissioner of Harbin; president of police administration, Shang- 
hai Police Academy; head of CID, metropolitan police, Nanking; inspector- 
general of police, Formosa, and author of many books on police work. For the 
past several years he has been engaged in assisting retired wage earners in filing 
applications for social security benefits. He has been suspected of obtaining the 
proceeds of the first checks issued to the applicants, which checks in some instances. 
amounted to more than $1,000, inasmuch as payments were retroactive. In the 
instant case, Yee intercepted two checks, forged and negotiated them. On July 2, 
1959, he was sentenced to serve 30 days with 1 year probation. 


Gilbert R. Thomsen was arrested April 30 at Memphis, Tenn., for converting 
U.S. Treasury checks in the amount of $11,461.20 to his own use. 

In 1950, Gilbert R. Thomsen, a Navy enlisted man, took a wife, who, unknown 
to him, was already married to another. In 1952, Thomsen discovered that his 
wife had another husband at which time she left him giving Thomsen her per- 
mission to continue receiving and cashing the checks made payable to Joan E. 
Thomsen. Thomsen continued receiving, forging, and cashing these checks 
through July 1958. On June 22, 1959, he was sentenced to serve 9 months and 
pay a fine of $500. 


On May 6, 1958, a wealthy Los Angeles woman was robbed in her home by two 
men and two women who beat her and forced her to open a wall safe. Along with 
jewelry and cash, $12,000 in U.S. savings bonds were stolen. The four robbers 
were arrested by Los Angeles police for this and other armed robberies, and they 
told the police that the bonds had been destroyed as they were too difficult to 
cash. However, this story was soon determined to be a fabrication when one 
$1,000 bond turned up as having been cashed at a Santa Monica bank. None of 
the bank personnel could make an identification. 

On July 24, a Bakersfield bank reported that they had cashed $8,600 in bonds 
which they believed to have been stolen bonds. An examination of the bank’s 
microfilm records revealed that the bonds negotiated were part of those taken in 
the robberies. Investigation further disclosed that the bonds had been negotiated 
by Sandra Louise DeFalco, who had been arrested in connection with an unrelated 
robbery. As the true story began to unfold, it was learned that after the robbery 
the members of this gang met to inventory the loot and called in a “fence’’ to 
dispose of the jewelry. The ‘‘fence’’ was accompanied by his paramour, the De- 
Falco woman, who volunteered to dispose of the bonds in Bakersfield. She was 
given the bonds and with the assistance of a person she had duped into identifying 
her, she succeeded in cashing all of the bonds in Bakersfield banks. She was 
indicted on July 29, 1958, and when arrested the same date she had $1,133 on 
her person, representing a part of the proceeds from the forged bonds. A $2,000 
bank check representing payment of other bonds was also seized. On October 27, 
1958, she was sentenced to 20 years to commence after serving the 5 years to life 
sentence received in State court on the armed robbery charge. 
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The members of the gang who had actually stolen the bonds were sentenced to 
long prison terms on State charges. The ‘fence’? was arrested but dismissed 
on the bond forgery charge since he could not be identified as participating in the 
forgery. However, upon his release, he was immediately arrested for carrying a 
gun and sentenced to 9 months. 


MISCELLANEOUS CRIMINAL CASES 


On July 15, 1959, at Portland, Oreg., Glenn E. Adkisson and Thomas H. 
Hunsaker were each sentenced to serve 18 months in prison for conspiracy to 
violate the Gold Reserve Act. At the time of the arrest of these defendants 
on May 2, 1958, special agents seized 24 bars of gold weighing approximately 42 
pounds and worth $20,197. The seizure culminated a lengthy investigation con- 
cerning the activities of these two men who had frequently come to the attention 
of our Portland, Spokane, Seattle, and Salt Lake City offices in connection with 
the illegal possession and sale of gold bullion. Agents acting in an undercover 
capacity finally won the confidence of the defendants to the extent that they 
produced the bullion, and the arrests and seizure resulted. Although the defend- 
ants insisted that the bullion was prepared by melting free gold that Hunsaker 
had secured by placer mining, an analysis of the seized gold by the mint showed 
that it had previously been refined rather than melted down from ‘dust’ as 
claimed by Hunsaker. 

In August 1958, the Office of the Treasurer of the United States referred to 
the Secret Service a case involving an apparent fraudulent claim for redemption 
of $300 worth of mutilated currency. 

In this case, an Albany bank acting for an unidentified customer sent in for 
redemption portions of three $100 notes. As the notes were identifiable, redemp- 
tion was made according to measurement, and $50 was paid for each note. 

In August 1958 a New York certified public accountant sent in with an affidavit 
half portions of the same three notes with the inner edges charred. The affidavit 
stated that his 5-year-old nephew found the three whole notes in an envelope at 
his home, and that the child had partially burned the envelope and the contents 
thereof. His affidavit closed with the statement: “In view of the foregoing facts, 
no fragments, other than the enclosed portions of the bills, are available at this 
time.” The CPA was interviewed in New York City and when discrepancies 
in his statement were pointed out to him, he stated that he believed the notes were 
destroyed by his nephew, but that it was possible that the notes might have been 
in the glove compartment of his automobile which had been stolen and subse- 
quently demolished in a collision in which one of the thieves was killed and the 
other seriously hurt. He stated that papers taken from the glove compartment 
were delivered to him by the police and the notes in the envelope may have been 
returned to him by the police in their charred condition. Inquiries of the police 
indicated that this was untrue, that the automobile, while demolished, was not 
burned in any way, and the list of property returned to the owner by the police 
department did not include any papers which would have contained the notes. 

Investigation then disclosed that the Albany bank, in forwarding the mutilated 
portions of the note for redemption, was acting for an individual who had received 
the note portions from a bartender who in turn received the note portions from 
the owner of the restaurant. The bartender and his friend agreed that they 
would split the proceeds if the notes could be redeemed. 

It was determined that the notes were first given to a female habitue of the 
restaurant, by a previously unknown person who was in the bar purchasing drinks 
for some members of a popular singing group. The patron, who said he was in 
Albany attending a union meeting, tore the three notes in half, gave the halves 
of the notes to the woman and made a suggestion as to how she could receive the 
other halves. She declined and later gave the notes to the restaurant owner 
who did not realize that the notes could be redeemed. In seeking the identity 
of the generous patron, the trail ran through the theatrical agencies of New 
York City and the rosters of the union groups who were in Albany at the time to 
attend an antirecession conference called by the Governor of New York. The 
patron was finally identified as an advertising executive, who acknowledged 
being in the restaurant bar and tearing the notes while drinking. He stated 
that he woke up the next morning with a hangover and the three half $100 notes 
which he later turned over to his accountant instructing him to redeem the notes 
and apply the redemption value to his account. 

Confronted with this information, the CPA still denied the deliberate charring 
of the notes, saying that they might have been burned while on an ashtray in his 
home, and he may have been mistaken in his stories of his nephew and the stolen 
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car. Hewasindicted by the grand jury in New York City on October 14, 1959, 
and has entered a plea of not guilty to the indictment. He is now awaiting trial. 

On October 27, 1959, the captain of a large ocean liner on a cruise around 
the world radioed the ship’s owners that there was illegal gold aboard his ship 
and that his next port of call would be Jersey City, N.J. Secret Service agents, 
together with agents of the Customs Service, were transported to the liner by the 
Coast Guard on arrival at Jersey City. They subsequently arrested the chief 
steward of the ship in possession of gold, and later in a New York hotel arrested 
one Herbert E. Fallis. He is charged with violation of the Gold Reserve act and 
smuggling. Additional gold was seized at that time, making a total of approxi- 
mately 2,400 ounces valued at about $84,000. The gold had been brought on 
board the ship by Fallis, at Hong Kong, with the intention of taking it ashore at 
Bombay. However, there was unusual activity by Indian customs at Bombay, 
and several packages of the gold were discovered, the balance remaining in its 
hidden location on the vessel. Fallis was said to have followd the ship around the 
world by air, and had kept in contact with the steward at ports of call. Fallis 
had long been known to the Secret Service in connection with illegal traffic in 
gold. During 1952 and 1953, he disposed of large quantities of alleged scrap gold 
through a jewelry company in Los Angeles, Calif. He was arrested in 1955 
by police in Manila, Philippine Islands, in possession of gold valued at $118,750. 
It was alleged that he successfully smuggled $48,000 in dollars out of the Philip- 

ines. 

‘ Fallas was suspected of being involved in other large-scale cases involving 
illegal trafficking in gold, but definite proof was lacking. He is said to own 
a hotel in the Philippines and a hotel and nightclub-type establishment in Hong 
Kong. At the time of his arrest, he described himself as the president of a 
promotion company and stated that he is very active in the entertainment business 
and is currently coproducer of a motion picture being made in Bombay. He also 


is reported to have interests in a recording company in Bombay as well as in 
various export and import ventures. During 1955 he was suspected of having 
substituted three counterfeit $50 notes for genuine notes of the same denomination 


when an American was a guest at this hotel in the Philippines. 


WORKLOAD 


Mr. Gary. Do the workload statistics presented in the budget 
justification represent work handled exclusively or at least in major 
part by Secret Service agents or handled in significant degree by other 
enforcement officials? 

Mr. BaucHMaNn. No. These are entirely Secret Service cases. We 
have—we do not furnish statistics on what we call collaterals, which 
require a lot of time and work. 

For instance, one office might refer a case for continued investiga- 
tion to another, but that is not counted as another case. It is a 
collateral investigation so far as that other office is concerned. 


ROLE OF SECRET SERVICE IN INDICTMENT AND PROSECUTION 


Mr. Gary. What functions are performed by Secret Service agents 
and by other Federal officials in the indictment and prosecution of 
cases? 

Mr. BaueuMan. Well, the U.S. attorney’s office, of course, pre- 
pares the indictment and prosecutes any offenders we might arrest. ~ 
wine Gary. Your agents furnish the evidence upon which they are 

ie 

Mr. Baucuman. Oh, yes. 

Mr. Gary. Your agents appear in court? 

Mr. BaucuMan. Yes. 

Mr. Gary. And present the testimony for their trials? 

_ Mr. Baueuman. Yes. Our agent testifies before the U.S. commis- 
sioner and grand jury and then in the courts. 
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Mr. Gary. How much time are your agents required to spend in 
courts? 

Mr. BaucuMan. Well, quite a bit, when you consider we have 
3,500 arrests. It is hard to break it down by hours, but you can say 
that on one case, you can wait around maybe all day to appear before 
the grand jury. I do not mean to say this occurs all the time, but it is 
possible because others are presenting cases, and you cannot always 
be called first. And sometimes you have to go back to the commis- 
sioner for a further hearing. And then normally, well, you being an 
attorney, you know sometimes you can 

Mr. Gary. That is the reason I asked that question, because [ 
know that there is a lot of time lost by your agents. 

Mr. Baucuman. That is right. The most disappointing things are 
postponements, where the agent is prepared and you have your 
witnesses and then a case is postponed. Naturally, it is a loss of time 
and expense. 

Mr. Gary. Do you find that the judges are cooperative with your 
agents? 

Mr. BaueuMman. Yes. They have been very cooperative. We 
have no complaints about the Federal judges. Sometimes—I believe 
they are too lenient in sentences, but 1 have always said that is their 
prerogative. Frankly, I think there are too many probation cases 
and maybe that is one reason why forgery has increased. 

(Discussion off the record.) 





PENALTIES IMPOSED BY COURTS 


Mr. Gary. How about the penalties that are being imposed by 
the courts at the present time? 

Mr. Baucuman. Considering the number of forgers arrested, it 
averages about a year per offender. But actually about 50 percent 
are probation cases. So considering the entire number of arrests, 
2,800, I believe that is the figure, for forgery, it averages a year. 

Mr. Gary. What about second offenders and repeaters in the 
courts? 

Mr. BaucHMAN. We have had a number of cases where second 
offenders have been placed on probation. 

Mr. Gary. I notice you referred in your opening statement to a 
forger who had a long record dating back to 1921 and he was released 
early in 1959 from a State penitentiary after serving a 2-year term 
and he immediately embarked again upon his business of forgery. 

Mr. Baucuman. That is correct. Quite a number of them will 
stay in that line, in that type of crime, because for some reason or 
other, they are not always treated seriously in the courts. Yet 
recently a fellow got 30 years; there were a number of checks involved. 
In another case, in a certain midwestern town, the judge started 
handing out 10-year sentences and our caseload there decreased. 

Mr. Gary. We have found that the enactment of laws prescribin 
more severe penalties in narcotics cases have been most helpful, an 
I wonder if some change in the laws relating to forgery and counter- 
feiting is not in order? 

Mr. Baucuman. Well, I do not know. — Personally, I have. never 
necessarily approved of mandatory sentences.. I have always believed 
that is the prerogative of the judge. But nevertheless, at times you 
feel differently when you see so many probation cases. 
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Mr. Gary. I agree. Many times probation is a good thing for a 
first offender, because you might ruin a man’s life; and by giving him 
probation you might make a good citizen out of him. 

Mr. Bauacuman. That is true. 

Mr. Gary. But it seems to me, we should get these repeating 
offenders out of the way so they cannot prey upon the public. 

Mr. BaucHMAN. A man can 

Mr. Gary. It is not so much a question of punishing him as it is 
taking him out of circulation so that he can no longer prey upon the 

ublic. 

‘ Mr. BaucuMan. We had a case recently, a fellow was arrested 
for forging checks, and while he was out on bond told the agents he 
was going to go out and steal checks again and if they did anything 
he was going to harm them. They caught him a few weeks later 
and it ended up with a probation sentence even with the threat and 
being caught twice. 

Now when a fellow takes an attitude like that, I cannot see where 
anyone can claim it is extenuating circumstances. 

Mr. Gary. I agree with you thoroughly. 

Mr. Baveuman. But as you said, with first offenders, why, you 
- help a lot of people and it is not necessary to put everyone in 
jail. 

Mr. Gary, I agree with that. But I do think that these repeating 
offenders ought to be dealt with more severely. 

Under our law in Virginia, for the first conviction of a felony there 
are certain penalties, but for a second conviction, there is an addi- 
tional penalty, and for a third conviction, it is life imprisonment. 
And I just think that these repeaters ought to be dealt with more 
severely than somebody that is committing an offense for the first 
time. 

Mr. Baucuman. Yes, I agree. 

Mr. Gary. If the courts would give more severe punishment in 
those cases, we might cut down the number of offenses. 





OWNER PARTICIPATION IN BOND FORGERY CASES 


In reply to a question a few moments ago, you said that in bond 
and forgery cases, there was not much indication that the owner 
participated in the proceeds. But in your justifications, you state 
that long delays in the investigation of bond cases due to excess 
backlog of pending cases creates inconvenience to the rightful owners 
since duplicate bonds are not issued until a most thorough investiga- 
tion has been made to definitely determine that there is no indication 
that the owner participated in the proceeds, forgery or fraudulent 
negotiation of originals. 

Mr. Bauacuman. By that I mean that before the owner of that bond 
can secure a duplicate, we must make an investigation to determine 
he is making a just claim. 

Mr. Gary. And be certain that he did not cash the bond himself? 

Mr. Baucuman. That is correct. 

Mr. Gary. But you find, according to your answer to the other 
question, that in most cases they are legitimate claims? 

Mr. Baucuman. That is correct, and in a few other cases there 
might be an honest error. 
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Mr. Gary. Mr. Canfield, do you have any questions on the Secret 
Service? We will take up the White House Police and the guard 
force later on. 


PROTECTION OF THE PRESIDENT AND VICE PRESIDENT 


Mr. CanFIELD. Yes, that is right. 

Chief Baughman, the press of the country has quite uniformly 
saluted you and the Secret Service on the job you have done in recent 
months in protecting the President and his family, and the Vice 
President, in their journeys abroad. 

(Discussion off the record.) 

Mr. Canriexp. Back on the record. Your mandate is the protec- 
tion of the President and his family and the Vice President. What is 
the law now; and is anything new projected in that regard? 

Mr. BaucuMan. Well, at the present time the law reads, “to pro- 
tect the President and his family at all times.”” However, there have 
been exceptions as to the family due to special desires, like in the case 
of Mrs. Roosevelt. She requested not to have agents around and we 
followed such wishes. 

For instance, in the present administration, we did not have an 
agent assigned to the President’s son, Maj. John Eisenhower. But, 
regardless of the President’s wishes, we shall be there at all times. 
As to the Vice President, the law reads, protection is furnished him 
at his request. 

Mr. Canrtexp. Chief, I am sure you know that down through the 
years all members of this subcommittee have tried to impress upon 
you that it is the desire of this subcommittee to not pinch pennies in 
the protection of the President and his family and the Vice President 
as you are mandated to provide under the law. And you have always 
asked for sufficient and necessary funds to do that? 

Mr. BaucuMan. Yes, with exception, that on the last trip we were 
a little pinched, but, of course, it was no fault of anyone’s, it was 
something unforeseen and we could not have estimated 18 months 
ago for these foreign travels. However, in the proposed supplemental, 
I would like to make certain that we will not need to take any short- 
cuts. One or two men could make a lot of difference. 

Mr. CanrieLp. Your difficulties this last year are understood and 
I know it is the desire of this committee not to make any shortcuts 
when you are called upon to carry out the law in reference to this 
most important protection. 

When you go abroad and more is needed —— 

Mr, Gary. Would you yield? 

Mr. CanFIELp. Yes. 

Mr. Gary. I will say, as far as I am concerned, and I am sure this 
whole committee feels, we want you to carry out fully this mandate 
of protection of the President, particularly on these trips. 


SUPPLEMENTAL FUNDS FOR 1960 


You are asking for a supplemental assessment. I assume that will 
probably be sent to a deficiency committee and this committee may 
not handle that request. But certainly it has been the policy of this 
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committee throughout to _— you such funds as you think are nec- 
essary to guard the President of the United States and I hope that 
will continue to be the policy of the Congress, particularly with the 
President taking these trips such as he has been taking during the 
past year and which he contemplates taking. These trips are fraught 
with certain danger and certainly if he is going to take them, every 
effort ought to be taken to safeguard his life. I sincerely hope that 
adequate funds will be provided to allow you whatever force you 
think is necessary for the protection of the President and his party. 

Thank you. 

Mr. CanFieup. Chief, may I suggest to you that if by chance you 
are called before a subcommittee of the appropriations committee 
sitting as a so-called deficiency committee that you bring to the chair- 
man of that committee the statement just made by the chairman of 
this subcommittee. 

Speaking personally, I think the current procedure of having 
another committee completely divorced from the basic approach to 
the problems of our subcommittee, with the Secret Service and others 
under its jurisdiction, to determine with some degree of finality 
whether additional funds should be supplied or not. It is all wrong 
and some gross errors were made last year when actions along that 
line were taken. 

Mr. BaucuMan. Well, I appreciate hearing that, sir. Actually, 
in making request for a supplemental, I feel we have covered it 
adequately. And the second point is, money for Presidential travel 
is not going to be spent otherwise, but I rather would feel certain there 
are sufficient funds so as not to cut a man or two down. When it 
comes to May or June, it is too late to ask for a supplemental. 

Mr. Gary. You will have the support of this committee in that 
respect. 

Mr. Baucuman. Thank you, sir. 


COOPERATION RENDERED BY FOREIGN OFFICIALS 


Mr. CanFrieLp. Chief, when you go abroad, having in mind you are 
charged by law to provide this protection, are you handicapped to any 
degree by foreigners or do you find them most cooperative? 

Mr. BaucumMan. Yes. We have found them most outstanding in 
that respect. Of course, sometimes they have different customs. 
Sometimes they might have to follow the instructions of people higher 
up in their government—for instance, protocol. And we might do 
things a little differently than we would in this country as far as 
security goes. But normally it has worked out very well because the 
pee feel the same as we do. They do not want to see anything 
1 


appen 

Na CANFIELD. But you have your own techniques? 

Mr. BaucuMaNn. Yes. 

Mr. Canrie.p. And you are not prohibited from applying them and 
coneying them out, speaking generally? 

Mr. Baueuman. That is right. 

Mr. CanFiELp. In other words, you have the right to be insistent 
upon certain things being done, and you are? 

Mr. BaucumaN. Yes, sir. 
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KHRUSHCHEV’S TRIP 


Mr. CanrieLtp. Now when Mr. Khrushchev came here from the 
Soviet Union and made that tour of the United States, of course, he 
was in Washington for quite some time and was with the President 
also at Gettysburg. Did he bring along with him Soviet secret 
service agents? 

Mr. BaucumaNn. Yes, he had his bodyguards with him. 

Mr. CanrieLp. And your people a accompanied Mr. Khru- 
shchev? 

Mr. Baucuman. The Secret Service had the responsibility when 
Mr. Khrushchev was with the President at the White House or in the 
motorcade when he first arrived and at Camp David. However, 
when he was away from the President, that was the responsibility of 
State Department security agents. 


PENDING CASES 


Mr. Canrietp. Now, Chief, Secretary Anderson referred in his 
presentation last Monday to your increasing backlog. I note now 
you have a chart indicating that between 1940 and 1960, Secret Service 
cases received by your bureau have increased by 138 percent, while 
your personnel increased by 15 percent. Also, I note that you seem 
to think that the training of new agents appointed as the result of last 
= appropriation will enable you to do a healthy job on this work- 

oad. 

Mr. BaucuMan. We are going to try with our present personnel, 
and these men are now being trained and they will have continuous 
training for the next few years. 


TRAINING OF SECRET SERVICE AGENTS 


Mr. CanFieLp. What does their training embrace? 

Mr. Baveuman. First of all, normally in the first 6 months in the 
Secret Service career, they are assigned to an office and usually go out 
with an experienced man. 

In other words, they may follow along on a case, but during that 
period they are studying manuals, rules, and regulations. There are 
all together, I daresay, about 12 different manuals and books on 
investigations they must read and study. 

Then they submit written reports on those books that they have 
read. And then, possibly between 6 months and a year, we have them 
attend the Treasury Enforcement School which is a 6-week course. 
That is a school on general investigative subjects. 

Then, after that, we have them attend a 5-week Secret Service 
school, a more or less specialized school, on Presidential protection, 
counterfeiting—matters that pertain to the Secret Service. 

Then we usually assign them for 30 days at the White House. 
They are on sort of a test to see if they are suitable for that type of 
work later, to see if they are diplomatic and have tact, and so forth. 

We have special schools, each may be only 1 week, which we call 
the ABC schools, atomic, biological, and chemical, where they are 
learning something about Geiger counters and other special equipment. 
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So, I would say in the first 2 or 3 years an agent might attend school 
for about 20 weeks, and that does not include all this study that has 
to do with the manuals. 


CIVIL SERVICE REQUIREMENTS FOR THE SECRET SERVICE 


Mr. CanFieELD. What are the prime requirements of the civil 
service for people who want to become agents? 

Mr. Baucuman. The civil service states that a man must have so 
many years of investigative experience, that is, of more involved 
special investigations; or be a college graduate. Now practically all 
of these fellows we have—well, all of them that we have hired in the 
last several years have college degrees, and we take it upon ourselves 
to break them in and see that they gain the necessary experience. 


COUNTERFEITING 


Mr. CanFietp. I think that you men have done extremely well in 
presenting your story, especially as regards to counterfeiting, doing 
that through, for instance, lectures at men’s and women’s service 
clubs, or lecturing throughout the country. Do you still do that 
type of work? 

Mr. Baucuman. On a limited basis, Mr. Canfield, because of our 
heavy caseload. However, we do make it a point to lecture to cashiers 
and people handling money, and so forth, and about taking care in 
accepting checks, and so on. 

Mr. Canrtep. Is your book on counterfeiting still being published 
or distributed by the Government Printing Office? 

Mr. Baucuman. Oh, yes. 

Mr. CanFIELD. What does that cost, by the way? 

Mr. Baueuman. It is 20 cents. 


FORGERY 


Mr. CanFtELp. Chief, inasmuch as your backload of check forgeries 
is such a high number and comes out to about 100 cases per man and 
since you indicate that priority, of course, is given to treatment of 
those more than 6 months old, do you not receive many inquiries or 
complaints on the part of people not getting action? 

Mr. BaucuMan. We are receiving a number of complaints now 
from payees who made claim for a check 6 months or a year ago. As 
I say, our backlog is so heavy—well, we have not been able to investi- 
gate them promptly but now we are going, shortly after the receipt 
of complaints, to check with the payee and the second endorser 
and then recommend to the Treasury the issue of a duplicate check 
if we feel the person is entitled to one. 

Mr. CanFie.Lp. When your current backlog prevents early action, 
that does, of course, involve some of these people and they do give 
you an awful lot of work? 

Mr. Baucuman. Very true. 


TYPES OF OFFENDERS 


_Mr. CANFIELD. One other question. Chief, you referred to the 
Newark stolen bonds and forgery case. What type of offender, 
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what sort of criminal in the main is that sort of an individual, now? 
Does this pertain to the younger or the older, what t 

Mr. Baucuman. Well, the majority of the oieades arrested by 
us run in the ages of 25 to 45, and that includes counterfeiters and 
forgers, some of whom are dope addicts—well, we do not have many 
juveniles. Sometimes you can get them, but usually the offenders 
are fairly up in years. 

Mr. CanFIELD. You mentioned people involved in dope, narcotics. 
Are they still bothering you? 

Mr. BaucuMan. We still have cases of people forging checks to 
buy narcotics, especially those that form the $30 to $40 habit; but 
once we made a survey and found out that the number of forgers 
arrested who were former addicts or narcotic violators was only 10 
percent. 

Mr. CanrieLtp. When you referred to $40, you mean the cost of 
the narcotics? 

Mr. Baveuman. Yes, and we run across such cases where they steal 
the checks or forge them to buy the narcotics. 

Mr. CanrieLp. That is all. Thank you. 


AUTOMOBILE REPLACEMENT 


Mr. Gary. Chief, we were discussing your automobile replace- 
ments. 

We have a table on page 12 of the justifications on the automobiles 
meeting replacement standards. That only shows a total of 64 cars. 
We would like to have a similar table for the rest of your fleet. 

Mr. Baucuman. Here is the annual motor vehicle report which 
covers the age and mileage of the cars. Maybe that should answer 
your question. 

Mr. Gary. Yes. We will insert this table in the record instead 
of the table on page 12. This includes the table on page 12. 

(The table referred to follows:) 


AnNvuAL Motor VEHICLE REPoRT—SuUPPLEMENTAL AGE AND MILEAGE ANALYSIS 
Treasury Department, U.S. Secret Service, June 30, 1959 





Number of vehicles, by cumulative miles operated 


















































Model 0 to | 1,000 | 10,000} 20,000} 80,000} 40,000] 50,000] 60,000] 80,000] 100,000 
to to to to to to to to and | Total 
9,999 | 19,999] 29,999] 39,999) 49,999) 59,999) 79,999) 99,999) over 

Current year, — 1 il 

jo peers | DR dec cedbeslenensul, SR wee O8- EB Reicadledsced 46 

2d preceding year, | TES REE AER wee S 10 

3d preceding year, 1956 il 4 4 1 61 

4th preceding year, 1955... 8 6 4 27 

ling 7 5 D Badmiendeanh 23 

6th preced 2 8 10 | ee 25 

= preced | Saree D Bexcactlacnedoe 4 
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Sth a eseding ioe es ici nasngcd cs suntl cuauadinonsech bewesehanetiens ly eee Aeeinsies 1 
10th preceding year and older...|_..-..|-..-.-|------]------ 

Total 7 14 36 18 50 31 23) 2 | eee 210 
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Automobiles meeting replacement standards July 1, 1959 


1950 age and mileage 
1951 age and mileage 
1952 age and/or mileage 
1953 age and/or mileage 
1954 age and/or mileage 
1955 mileage 
1956 mileage 





Non 
or OOO Oe 





GURL. 6.04 bn itm REST el= Na hides SNe On eHeaHEh ee PEE ESS 64 
Tess 10 16: be FORMNCEd 10 SU in nsec marie nasech—eeneessmenses deanee —10 





bang 
Qualifying for replacement in 1961____._.-.-.-.---..--.-...---..---.- 54 


Mr. Taytor. The table shows 210 cars. That is our present fleet. 
And we are replacing 10 of those and getting 6 additional new cars this 
year making a total of 216 in the fleet at the end of 1960. There are 
210 cars on hand today. 

Mr. Gary. That is fine. Any questions, Mr. Alexander? 


WORKLOAD TREND 


Mr. ALEXANDER. Referring to your staff and your workload trend 
from 1940 to 1960, I notice that the workload trend went up from 
1948 to 1952 and then in 1954 and again took a real leap in 1959 and 
1960. What explanation do you have of that particular trend? 
Does it go in cycles? 

Mr. BaucuMan. Not necessarily, sir, but in the last few years the 
trend has just been upward in all types of cases. 

For instance, in 1953 we had on hand 9,962 cases and our personnel 
was 420. Then our personnel was reduced to 378 next year, and the 
caseload went up to 11,274. It fluctuates, naturally, with the number 
of employees that we have. With this great increase in the number 
of check cases, for instance, in 1957, we received only 24,000 cases 
and last year it was 40,000 cases. 

I attribute a lot of the increase to so-called multiple check gan 
that make it their business to steal checks because there is a te 
in it, and, as mentioned before, quite a few of them get away with it 
by receiving probation. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


FORGERY, COUNTERFEITING, AND SYNDICATES 


Mr. ALExaNnpER. The postwar development of rackets and other 
crimes has been tremendous. Do you feel that forgery is tied in with 
syndicates and other organized gangs? 

Mr. Baucuman. It could be, Mr. Alexander, very well, excepting, 
as you know, crime in general is on the increase. I took some pride, 
right after the war, when we had our caseload down pretty well but 
then in the last few years it has risen. 

There is this fact, too, we know that in some cases—well, for 
instance, counterfeiting, we have arrested men recently who at one 
time we thought would never engage in the counterfeiting business, 
because they were afraid of it, and I say this without egotism, they 
knew in time that they would get caught. 
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Also, we have a lot of so-called bigtime burglars or jewelry thieves 
who have gone into counterfeiting racket lately, and some fellows we 
call evitnal racketeers, the so-called tough type, the gang type, not 
afraid to shoot and kill, they have kept away from counterfeiting in 
the past but not today. So, whether the type of crime they have 
previously engaged in is not profitable now, whether that is why they 
are turning to counterfeiting, I don’t know. 

Mr. ALEXANDER. Your duty with regard to counterfeiting is limited 
to Government bonds, checks, or other things that have to do with 
the Federal Government, is it not, rather than any counterfeiting in 
general? In other words, would any person caught counterfeiting 
ome under your jurisdiction unless it involved Government obliga- 
tions? 

Mr. Baucuman. No. Our jurisdiction covers only Federal obliga- 
tions, and generally that would be counterfeit money, coins, counter- 
feit checks, counterfeit bonds, postage stamps, counterfeiting internal 
revenue stamps, they are all classed as Government obligations. 
But as to commercial checks, we have no authority. 


NUMBER OF EMPLOYEES 


Mr. ALexanpDER. You have increased only 15 percent last year in 
manpower, is that right? 

Mr. Baucuman. No, that 15 percent figure is since 1940. Actually 
the percentage increase would be about 10 percent last year. 

Mr. ALExANDER. Well, do you feel you have an adequate force 
now to stabilize this workload? 

Mr. BaucuMan. Well, to be honest with you, we could use more 
men, but, as I indicated here, we are going to try to at least hold the 
fort, try to reduce this caseload, and, as I indicated, the new men 
will be more experienced, and should help next year. Then we can 
see the results. 

Mr. ALEXANDER. That is all. 

Mr. Gary. Mr. Conte? 


PROTECTION OF THE PRESIDENT ON TRIPS 


Mr. Conte. If you need more men when the President goes to 
Russia or South America, how are you going to train them? 

Mr. BaucuMan. Oh, we have sufficient trained men in the field. 

Mr. Conte. You do not feel that you need additional men for 
these assignments? 

Mr. Baucuman. No, I did not mean for new men. 

Mr. Conte. I must have misunderstood you on the supplemental. 

Mr. Baucuman. The supplemental will be for the additional cost 
of travel. 

Mr. Conte. The additional cost of travel? 

Mr. BauGHMAN. Yes. 

Mr. Conte. But not for new men? 

Mr. BaucHMan. What we do is, we draw experienced men from the 
field and send them in addition to the White House detail. 

Mr. Conte. How many did you send to the Middle East and the 
Far East? 


entiéet ae 











: 











449 


Mr. BauveuMaNn. Forty-two agents. 

Mr. Conte. Did you experience any difficulties in India, where 
you had these massive crowds? 

Mr. BaucuMaNn. Yes, it was difficult with the crowds over there, 
because they were just huge, terrific crowds, we had never seen 
anything like that, and they just came up to the car and we could 
not move. The police made a good effort to get the people pushed 
back, but there was no place you could push them, particularly in one 
section where they were just jammed there and up against the cars, 
and even on the top and back of my car. 

Well, I was concerned, because we were stopped. That may be 
all right when they are friendly and they just want to shake hands 
and say “hello” to you; but if they had been an unfriendly crowd— 
well, it would have been a most serious and dangerous situation. 
There were so many there that it took us over 2% hours to go a dis- 
tance we estimated would only take half an hour. 

Mr. Conte. Was that the most difficult situation you had over 
there? 

Mr. Baucuman. Well, not necessarily the most difficult. I was 
concerned when we got into Morocco, where there were tribesmen 
who came down from the hills and started shooting their muskets 
over our heads. Of course, they said they were unloaded, and there 
was nothing we could do. It was a calculated risk. It was said 
that this was their custom, whenever the king returned to the palace, 
these men on horses would shoot over his head. 

Mr. Contre. Did you have a bulletproof car? 

Mr. Bauauman. No, sir; this was an open car. So you could see 
what could happen with one wrong man. 

Mr. ALExANDER. Off the record. 

(Discussion off the record.) 


AUTOMOBILES SEIZED IN COUNTERFEITING CASES 


Mr. Conrsr. Coming back to the domestic scene, have you been 
able to confiscate any cars that had been used in conjunction with 
counterfeiting? 

Mr. Bauauman. I can give you the figure later. We confiscate 
very few cars, and most of them that we do, they are all old age and 
not worth while spending money on for repairs. 

Mr. Conte. Off the record. 

(Discussion off the record.) 

Mr. Conte. You do confiscate cars? 

Mr. Baucuman. Yes. We will, if we can properly seize it but, 
there again, I am not interested in such cars as a Cadillac because in 
the end they become expensive to operate; but if we can get a good 
medium car, it is worth while. 

Mr. Gary. Do you ever get confiscated cars from the other law 

enforcement agencies? 
_ Mr. Bauauman. Once in a while, but normally you will find that 
if they confiscate cars that are any good, they will keep them 
themselves. That is why I would rather get a smaller and new car. 
It, at least to start with, has a good motor and tires. 
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ESTIMATED INCREASE IN COUNTERFEITING CASES 





Mr. Conts. Mr. Baughman, I notice you expect quite a jump in 
the number of check cases in 1961, a 3,000 jump; and quite a jump in 
your bond cases and in your counterfeiting you expect it to be about 
the same as 1960—my question is, What is the reason for the expecta- 
tion of a big jump in check cases and bond cases? 

Mr. Baucuman. Well, there has been that trend in the last couple 
of years. As I said before, more people seem to be getting into that 
type of crime and, second, the Government agencies are sending out 
more checks than ever before and will continue to do so. 


COUNTERFEITING ABROAD 


Mr. Conte. Talking about counterfeiting, is there much foreign 
counterfeiting being done? 

Mr. Baucuman. Of foreign currencies? 

Mr. Conte. No, of American currency. Take Beirut, that was 
written up in Life magazine, it was stated that there is a lot of counter- 
feiting in Beirut of American dollars. 

Mr. BavuGcuMan. Well, there have been a lot of stories in the maga- 
zines and the newspapers but they were greatly exaggerated. For 
instance, [ remember one saying that in the Far East $1 million and $2 
million had been counterfeited over there but we have received no 
such indication. We would have some idea if it was heavily passed 
over there or in active circulation. Also, you would know from the 
number of new counterfeit bills that we received whether they are from 
abroad or local. 

For instance, in 1959 we received 29 new counterfeit issues originat- 
ing abroad, and in the United States 279, to give you some idea. 

Mr. Conte. Twenty-nine overseas? 

Mr. BauGcuMan. Yes. Counterfeit U.S. notes of foreign origin 
seized in 1959 was $74,000. Altogether we seized $1,924,000 in 
counterfeit notes. 

Mr. Conte. That’s not too bad, it could be very dangerous, you 
would have a very difficult time tracking these counterfeitors down. 

Mr. Bavueuman. It could be dangerous and it could disrupt our 
economic structure if uncontrolled. 

Mr. Conte. Chief, are you encountering any delays by the courts 
in processing these cases? 

Mr. BaucuMan. No, I would not say any more than the usual delay. 

Mr. Conte. Secretary Anderson said before the committee that 
they were paying off on these small check cases automatically. 

Mr. Baucuman. Through the Treasurer’s Office? 

Mr. Conte. That is right. 

Mr. BaucuMaNn. But they are still subject to investigation and at 
the same t'me we are trying to make a hasty investigation, interview- 
ing the payee and the second endorser. 

Mr. Conte. This does not affect your caseload at all? 

Mr. Baucuman. That is correct. 

Mr. Conte. I have no further questions, Mr. Chairman. 
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Waite Hovse Po.ice 


Program and financing 












































1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1. Protection of White House and grounds (total program 
0 Ea SES DE Ee ae $981, 013 $1, 055, 000 $1, 065, 000 
2. Relation of costs to obligations: Cost financed from 
obligations of other years, net (—)....-------------- nh, FOP hice cit ial cobdinabveties en 
Total program (obligations)--..........--....-.--.. 975, 226 1, 055, 000 1,065, 000 
Financing: Unobligated balance no longer available_....------ tk ip EN SRS ST Ae aS 
Appropriation (new obligational authority)........-...- 979, 000 1, 055, 000 1, 065, 000 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions_-_........-...--.---.--- 160 170 170 
Average number of all employees... . ..-..------------------ 146 163 162 
Number of employees on roll at end of year......-.-----.----- 149 162 162 
Average salary of ungraded positions...............---.------- $6, 074 $6, 093° $6, 201 
01 Personal services: 
PREIS SEIU ois ccnivanipiigvainnudinneminiue senna $894, 713 $1, 000, 126 $1, 003, 761 
CURSE POTOOMGL SETTING once os cccccecaddcnes i leenacs 58, 472 27, 377 23, 742 
Total personal services 953, 185 1, 027, 503 1, 027, 503 
ER eee 2 5, 5, 
OD. PON ONRINNTIT RINE onic ccna ccsnanakacicsnecaccauseneapeusosuauuaenee 10 10 
GB Primtinne Od PORTORIOEIOD 6 2.n onc cece cwcewccccccencncccee 350 350 
07 Other contractual servic). ...-....-.............-.2..-.-. 3,977 4,191 14, 191 
OR Rn SE TIN iio odoin in teen enc cenccwcenecendens 15, 017 17, 500 17, 500 
Oe Ee ooo odant and caannaneonsendamibasannants 3 100 100 
E). CARIES, SUDGIAINS, BUG -CORMGTIDUTIONS oo 5 os cnn cs ne con rene swaenncesneeus 346 346 
i ia dae chdctnvrcandcescennedineieneoeat 975, 226 1, 055, 000 1, 065, 000 














Mr. Gary. The next item is the ‘‘White House Police, salaries and 


expenses.”’ 


The appropriation for 1960 was $1,055,000. The esti- 


mate for 1961 is $1,065,000, an increase of $10,000 over 1960. 


JUSTIFICATION MATERIAL 


We will place at this point in the record pages 16 and 17 from the 


justifications. 


(Pages 16 and 17 of the justifications are as follows.) 


Analysis of appropriation base for fiscal year 1961 


Appropriation base for 1961 
Increase over appropriation base for 1961 


Appropriation estimate for 1961 


Increase or decrease from total appropriation, 1960 


’ 


1, 051, 365 


13, 635 
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Comparison of appropriation base with appropriation estimate for 1961 




















Appropriation base Appropriation esti- Increase (+)or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average} Amount | Average | Amount 
positions positions positions 
1, Protection of White House and 
grounds pad 162 | $1,051, 365 162 | $1,065,000 |.......... $13, 635 
Adjustment in base (net) -........]..-.--..-- +8, 685 |.......... > —3, 635 
Total appropriation for 1960 
and appropriation estimate 
St onpietnacnbnessoasce 162 | 1,055,000 162 | 1,065,000 |.......... 10, 000 























GENERAL STATEMENT 


The funds requested under this appropriation are for the expenses necessary to 
maintain the permanent police force for the protection of the White House and 
grounds and the performing of such protective duties in the White House areas 
of,the Executive Office Building as the Secretary may prescribe, including per- 
sonal services, uniforms and equipment, arms and ammunition, and miscellaneous 
expenses. 

EXPLANATION OF LANGUAGE CHANGES 


There is no change in the appropriation language proposed. 
Analysis of appropriation base 


1. Protection of White House and grounds: 
Appropriation allocation for 1960: 


DRIES RENIN ech oe a eee es 163 

OR ee ce eek ease $1, 055, 000 
Adjustments in base: 

SEER Mors nh oer edani wake wereniansenaumene $3, 635 

SET hts BY SS SE AE Rs eo nee ree eee ore eee se 


Net change in base, increase (+) or decrease (—): 


A SE OCS a ae Co sap ce ee —1 
RRA ee OER Le See ec ade eh aamanGne — $3, 635 
NET CHANGE IN BASE 
Reductions: 
Reduction due to 1 duy’s pay less than 262 days provided in 1960_ $3, 635 
ae eae $3, 635 


Mr. Gary. What is that additional $10,000 for? 

Mr. Baucuman. It is for the Government’s share of the cost of 
providing employee health benefits, in accordance with the Federal 
Employees Health Benefit Act, 1959. 

Mr. Gary. And no additional personnel are requested for the White 
House Police, is that correct? 

Mr. Baucuman. No, sir. 


ASSUMPTION OF DUTIES FORMERLY PERFORMED BY GSA 


Mr. Gary. To what extent have White House guards assumed 
duties formerly performed by General Services Administration guards 
in the Executive Offices Building? 

Mr. BaucuMan. That is referring to 11 White House police officers 
in the Executive Offices Building who were assigned there last year. 
As to their duties, they protect a given area there on a certain floor 
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in that building where there are offices of Presidential assistants. 
Their main duty is to protect the files or other documents of an 
important nature. 
Mr. Gary. There has not been any extension of that force? 
Mr. BauauMan. No. 
LAPSES 


Mr. Gary. What was the actual amount of lapse in the White 
House Police last fiscal year? 

Mr. Taytor. We reflect in 1959 a lapse of $77,057. I might ex- 
plain that lapse by the fact that we only had an average employment 
of 146 throughout the year on the rolls, due to recruiting difficulties 
but the full post positions were covered by working overtime on the 
sixth day. 

Mr. Gary. What has been the actual lapse to date this fiscal year? 

Mr. Taytor. I do not have those figures here. I could get them 
for you. 

Mr. Gary. Would you supply that for the record, please, sir; also, 
what estimate is included for lapse in 1961. 

(The information requested is as follows.) 

The average employment for the first 7 months of the current fiscal year has 
been 152 police or 11 under the 163 provided for in the 1960 appropriation. 
The approximate lapse figure for these 11 police would be $34,900 ($5,440 times 
11 plus 12 times 7 months). No savings has resulted due to the payment of 
overtime to members of the force working on their days off to provide the 


egal post coverage which would have been provided had all vacancies been 
led. 


For the fiscal year 1961 an estimate of $49,627 representing eight positions is 
included for lapses. This figure is based on 170 positions with an average 
employment throughout the year of 162. 

Mr. Taytor. I could tell you, we have 152 on the rolls as of today 
and we have money in the appropriation for 163. So, we are 11 
short of our strength, but, again, the post positions are being main- 
tained by working a sixth day for each vacancy that exists. 

Mr. Gary. What is the estimate for 1961? 

Mr. Taytor. How many we are requesting? 

Mr. Gary. Yes. 

Mr. Taytor. 162 average positions. 

Mr. Gary. And what estimate do you have for lapse? 

Mr. Taytor. We have a lapse—we show a position total of 170 
less a lapse figure of 8, amounting to $49,627, but in the request we 
do not have any idea how many additional vacancies we will have 
or how much overtime for the sixth day will have to be worked to 
cover unanticipated vacancies. I included 162 White House Police 
in the request. In the event vacancies occur in this number post 
positions will be covered by working a sixth day for each vacancy 
that exists. 

Mr. Gary. Do you have any questions? 

Mr. ALexanper. No. 

Mr. Taytor. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. Canfield, do you have any questions on the White 
House Police? 

Mr. Canrietp. No. 
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TREASURY GUARD 





Force 


Program and financing 





























1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1, Safeguarding Government securities and protection of 
Treasury buildings (total program costs) -...-....-.-- $304, 238 $338, 000 $332, 000 
2. Relation of costs to obligations: Obligations incurred for 
ES San | yf Ser ereeeee re) Cae Sees 
Total program (obligations) ............-...--2.-.-. 305, 251 338, 000 332, 000 
Financing: Unobligated balance no longer available.........-- RE Soot ckinct bok cegencbhhesnLs 
Appropriation (new obligational authority) ...........-- 315, 500 338, 000 332, 000 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 





Total number of permanent positions. 






















ERS: Me rc LR 70 70 70 
Average number of all employees---..........---...---------- 61 66 64 
Number of employees at end of year__........--------.------- 64 64 64 
serene GS erate ond enlery.. . ..... 5c... --- 2 4.3 $4,273) 43 $4, 345 4.3 $4, 399 
01 Personal services: 
SEALE RAPE AAA $262, 876 $292, 080 $284, 080 
See Se ee eee 16, 334 15, 905 14, 515 
Car NINN NO a sess daemieinrisinanaebe 279, 210 307, 985 298, 595 
03 Transportation of things......- ei, ENR S es 25 25 
04 Communication services. --_- ae 1,216 1,210 1,210 
06 Printing and reproduction_._.. é 45 ) 350 
07 Other contractual services -___- % 1, 227 1, 365 5, 365 
08 Supplies and materials__._._- big | 5, 809 7, 680 7, 630 
i  — State eee g 267 200 
11 Grants, subsidies, and contributions_-_. ‘ 17, 072 19, 135 18, 525 
13 Refunds, swards, end indemnities........................].............. 100 100 
ES ES ELS ae ee Oe: 305, 251 338, 000 332, 000 














Mr. Gary. The next item is the ‘Guard force, salaries and ex- 


enses.”’ 
p 


The appropriation for 1960 was $338,000. 


The estimate 


for 1961 is $332,000. There is a decrease of $6,000 in that appropria- 


tion. 


JUSTIFICATION MATERIAL 


We will place at this point in the record pages 21 and 22 of the 


justifications. 
(The pages referred to are as follows:) 


hig PRE NR  A 


< = se A Rm Tt 








Analysis of appropriation base for fiscal year 1961 








Bevan senronnmunn, 1000 BU... .. <a sooc en nocc-nncnneue $338, 000 
Ino tehemmenreniaon Nor S000... - occ cceccde a | US-4-c5- 
pel MINOGIURON, SOOO so. rac ow swe en pad ceskaseoeses 338, 000 
Reductions: Activity 1. Safeguarding Government securities an 
DOOCMOn G: STORBUry DUNGINOS.  . 2... ok ee cc ee eaous es 10, 000 
AennpnNbon Paee FOr NUL. 3252 cs osteo es occ wwdnaund 328, 000 
Increase over appropriation base for 1961...-.-.------------------ 4, 000 
DU ERIAO DNUARUO MIE NOON ssn ccce ance cacccesewosseseeas 332, 000 








Increase or decrease from total appropriation, 1960_....-...-- — 6, 000 
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Comparison of appropriation base with appropriation estimate for 1961 








Appropriation base Appropriation esti- Increase (+) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average} Amount | Average | Amount 
positions positions positions 





1, Safeguarding Government securi- 
ties and protection of Treasury 





DOUAINGS ; «sides ceaninnicadchd 64.0 $328, 000 64 $332, 000 |-..----.-- $4, 000 

Adjustment in base. ...-.....-... +2.3 i | a ees —2.3 —10, 000 
Total appropriation for 1960 
and appropriation estimate 

DOR AER 6 aiatsaclacsteaseckua 66.3 338, 000 64 332, 000 —2.3 —6, 000 























GENERAL STATEMENT 


The guard force is unique as a security organization. It is charged with respon- 
sibility for protecting currency, bonds, checks and other Government obligations 
that are contained in the main Treasury building and its annex in Washington, 
D.C. To perform their security and protective duties efficiently, members of the 
guard force undergo a continuing training program in the use of all types of weap- 
ons, in firefighting, first aid, and self defense. 


EXPLANATION OF LANGUAGE CHANGES 
There are no substantive changes in the appropriation language proposed. 
Analysis of appropriation base 


1. Safeguarding Government securities and protection of Treasury 


buildings: 
Appropriation allocation for 1960: 
mvereie opmicieeeL A ei 66. 3 
WOM Se tee a hu cocaculisOticiaat deo aeedieeGeseuad $338, 000 
Adjustments in base: 
RUPERT etches pO dC de eee ea eae — $10, 000 
WAT oe oe a ou cee anes cu awaadGwaiee <aree eae 
Net change in base increase (+) or decrease (—): 
AV GTAGO GORNIONES oso o oui nnon cde wowace uamudswacsendaues —2.3 
PI 5 ee pk hd wane ads sek ee ae — $10, 000 
Reductions: 
1 day’s pay less than the 262 days provided for in 1960__..---- $1, 390 
Reduction of 2.3 man-years resulting from adjustment in post 
Coverage Toquirements. 5.5 cccaeccinecacccnnlcsswsencuss 8, 000 
Civil service retirement cost applicable to reduction in personal 
service costs ($9,390 X 0.065 = $610)__......_-..------------- 610 
Net chanwe in Daee. . 26.5 coccn casi dase sanewncdcance 10, 000 


Mr. Gary. What is the situation with reference to the guard force? 
Mr. BaucuMan. We reduced 2.3 man-years, which would be the 
equivalent of about $10,000. However, $4,000 is for the Federal 
Employees Health Benefits Act of 1959 and that makes it $6,000 less. 

Mr. Gary. Where does this force operate? 

Mr. Bavcuman. In the main Treasury Building and the Treasury 
Annex Building across the street. As it states here, they guard the 
money vaults, the cash rooms, and they have a post at the main en- 
trance of each building. 
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COMPARISON OF DUTIES WITH THOSE OF WHITE HOUSE POLICE 


Mr. Gary. What is the difference between them and the White 
House Police? Under the law the White House Police are limited to 
the White House and the grounds? 

Mr. Baucuman. Yes, they protect the Executive Mansion and the 
grounds. 

Mr. Gary. And we did authorize some White House Police a 
couple of years ago for the Executive Offices across the street—is that 
not in the Treasury Building? 

Mr. Baucuman. No, that is the Old State Building. 

Mr. Gary. Why do you use the White House Police on that detail 
instead of the guard force? 

Mr. BauaumMaNn. Because some of the officials of the White House 
requested the White House Police officers. They wanted them. 

Mr. Gary. So you have the White House Police guarding the White 
House, and the grounds, and the Executive Offices in the Old State 
Department Building, and you have the guard force guarding the 
Treasury Building? 

Mr. Bavueuman. That is right. 

Mr. Gary. Do you have complete charge of guarding the Treasury? 

Mr. Baueuman. Yes; we have that seaponnielllie. his is our own 
Treasury guard force. At one time we were combined with the Bureau 
of Engraving guards, but now they are separate. 

Mr. Gary. Does the General Services Administration have anything 
to do with guarding the Treasury at all? 

Mr. Baueuman. No, sir. 

Mr. Gary. They guard that portion of the Old State Building 
which you do not guard, is that right? 

Mr. Baueuman. They guard certain portions, but I am not certain 
how much. 

Mr. Gary. And you guard the portions in which they have certain 
Executive Offices of the President? 

i BauGuMan. Yes, where there are members of the President’s 
staff. 

Mr. Gary. But there is no duplication in the Treasury at all, you 
have complete charge of that? 

Mr. Baueuman. That is correct. 

Mr. Gary. Mr. Alexander? 

Mr. ALEXANDER. No questions. 

Mr. Gary. Thank you, Chief. 

Mr. Baueuman. Thank you. 

Mr. Gary. Let me say in conclusion that I think you have had a 
very difficult job during this past year. Frankly, I had serious doubts 
as to whether the trips of the President were advisable, because I 
thought he was taking a questionable risk, but you have handled the 
situation exceedingly well and I want to congratulate you and your 
force upon the very fine job which you have done. 

Mr. Baueuman. Well, I certainly appreciate your kind remarks. 

Mr. Canrretp. Mr. Chairman, I would certainly be anxious to 
second that. 

Mr. AtexanperR. And I. You might add, the full committee. 
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Turspay, Fespruary 2, 1960. 


INTERNAL REVENUE SERVICE 


SALARIES AND EXPENSES 


WITNESSES 
DANA LATHAM, COMMISSIONER 


CHARLES I. FOX, DEPUTY COMMISSIONER 


HART H. SPIEGEL, CHIEF COUNSEL 


WILLIAM H. LOEB, ASSISTANT COMMISSIONER (OPERATIONS) 
BERTRAND M. HARDING, ASSISTANT COMMISSIONER (PLANNING 


AND RESEARCH) 


GRAY W. HUME, FISCAL MANAGEMENT OFFICER 


Program and financing 













































































































1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
1. Rulings, technical planning, and special technical 
services... $5, 649, 688 $5, 995, 100 $6, 492, 214 
2. Collection of rev 148, 723,411 | 151, 317,338 162, 777, 132 
3. Audit of tax returns 123, 862,772 | 127,373, 864 138, 885, 031 
4. Tax fraud and special investigations. -............---.- 18, 288, 037 18, 619, 370 19, 664, 345 
5. Alcohol and tobacco tax regulatory work-......---.-.- , 691, 558 26, 125, 669 27, 049, 
6. Taxpayer conferences and appeals 12, 769, 914 13, 722, 531 15, 289, 770 
7. Legal services. inhi 8, 971, 803 , 353, 642 10, 220, 066 
8. Inspection... , 822, 290 , 846, 020 5, 272, 646 
9. Statistical reporting , 600, 2, 644, 146 2, 948, 396 
10. Executive direction. - . 4, 156, 403 4, 252, 320 4, 401, 072 
TR IN in iss kcminxindccraesimecscanne 355, 536,476 | 364, 250, 000 393, 000, 000 
11. Relation of costs to obligations: Costs financed from 
obligations of other years, net (—)..-.-.------------- —1, 006, 581 
Total program (obligations)_........-....--.-.-.-- 354, 529, 895 | 364, 250,000 393, 000, 000 
Financing: 
1959 appropriation available in 1958. ...........-....---.-. 818, 614 |. 
Unobligated balance no longer available. -.-.......--.-.-- 151, 491 
Appropriation (new obligational authority)_.......-.... 355, 500,000 | 364, 250,000 393, 000, 000 
Object classification 
1959 actual | 1960 estimate | 1961 estimate 
Total number of permanent positions. 50, 247 49, 442 52, 202 
Full-time equivalent of all other positions.............----.--- 1, 923 2, 198 2, 922 
Average number of all employees. ---.- 51, 209 51, 317 54, 213 
Number of employees at end of year- 50, 198 51, 300 54, 140 
Average GS grade and salary. ...................-...0.ccnscee 7.3 $6,001 | 7.6 $6,161 | 7.6 $6,239 
01 Personal services: 
Permanent positions $292, 461, 379 | $297,819, 266 | $314,632, 706 
Positions other than IOI oo nannsianadsuthinsmand 6, 336, 029 7, 338, 044 9, 867, 622 
ST a eas 2, 544, 738 3, 497, 297 2, 423, 614 
Total personal services 301, 342,146 | 308, 654, 607 326, 923, 942 
02 Travel 8, 133, 143 9, 172, 776 11, 768, 454 
03 Transportation of things 1, 578, 015 1, 652, 252 1,751, 518 
04 Communication services........-.---------------------.-- 6, 589, 911 7, 210, 426 7, 518, 435 
ae ear ae 2, 002, 191 2, 701, 003 2, 760, 508 
06 Pe EN eee eae 7, 121, 847 6, 075, 292 6, 661, 129 
7 Other contractual services... “6 3, 648, 625 3, 475, 739 7, 466, 344 
08 Supplies and materials.....- = 3, 335, 956 3, 439, 749 3, 923, 008 
ft ..,. eRe e 1, 805, 486 1,717, 472 2, 960, 378 
11 Grants, subsidies, and contributions--. . 18, 996, 091 19, 497, 801 20, 554, 173 
13 Refunds, awards, and indemnities..--- ‘ 654, 471 510,000 510,000 
15 Taxes and assessments__._._.-...--- a 140, 627 142, 883 202, 111 
1959 program obligated in 1958_..........--------------------- —818, 614 
Total obligations 354, 529,895 | 364, 250,000 393, 000, 000 
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Mr. Gary. We will consider this morning the request of the Internal : 
Revenue Service. The appropriation for 1960 is $364,250,000. : 
The estimate for 1961 is $393 million. This is an increase over 1960 . 
of $28,750,000. 





JUSTIFICATION MATERIAL 
We will place in the record at this point pages 1, 12, and 87 of the ‘ 
justifications. ; - 
(The pages referred to follow:) . 
Analysis of appropriation base for fiscal year 1961 


Boguiar approprauon, 1960 act. ....- 22-25 ee el $364, 250, 000 
Supplemental appropriation for 1960__..=........-----.--.... -------..-... 














‘Total appropriation, 4060. => 4c sc1.aschsc-s505 sane 364, 250, 000 
Reductions: | 
Activity No. 1. Rulings, technical planning, and ‘ | 
special technical services_____....-.-..-.----- $21, 123 y 
Activity No. 2. Collection of revenue___~_-__-- 1, 978, 689 f 
Activity No. 3. Audit of tax returns__________- 521, 470 . 
' Activity No. 4. Tax fraud and special investiga- 
LoS oe SS aa ee eee ee 203, 022 
Activity No. 5, Alcohol and tobacco tax regula- 
Dy Ma te aS oho ane a renee as 225, 812 i 
Activity No. 6. Taxpayer conferences and ap- 
TA TEE ies SE ERE Ets pn apigtarege eeR 57, 520 
Activity No. 7. Legal services___.............. 33, 989 
Activity No. 8. Inspection._.............-..-.~ 15, 920 ; 
Activity No. 9. Statistical reporting._._______- 115, 234 if 
Activity No. 10. Executive direction_____--_-___- 24, 660 i 
ao 1)1 1 Maleenin ts eeine Ball Lgl alt Sten tnd oe tee eae 3, 197, 439 
Additions: 
Activity No. 2. Collection of revenue_--_--_---_- 2, 068, 399 Fs 
Activity No.;. Audit of tax returns__________-- 754, 975 : 
Activity No. 4. Tax fraud and special investiga- 
RRS pal cr pa i a 8 ad 2 tae ate e 191, 722 
Activity No. 5. Alcohol and tobacco tax regula- : 
Loy [la <pgeaseee ie cr eearene rei aiataet a eee a arene eae 284, 091 : P 
Activity No. 6. Taxpayer conferences and ap- ‘ 
OS ea RE SRE Ye rea eens 170, 849 
Activity No. 7. Legal services..........--.---- 120, 573 1 
Activity No. 8. Inspection__..........-------- 99, 261 
Activity No. 9. Statistical reporting. ___._____- 76, 212 
Activity No. 10. Executive direction._.....-__- 31, 263 
CELE ESS Ge Rees oe none ie eee 3, 797, 345 fi 
=a . a 
MU SUES SO) AL Cg C0 | i oe cc cc A +599, 906 
Appropridtion ase for 2061... ns ee ccwecewnceeecccus 364, 849, 906 
Increase over appropriation base for 1961_.._.....-.----__--_- 28, 150, 094 
Appropriation estimate for 1961_.............-.--.---- 393, 000, 000 
Increase or decrease from total appropriation, 1960__..-. + 28, 750, 000 i 
q 
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Comparison of appropriation base with appropriation estimate for 1961 













































Appropriation base Appropriation esti- Increase (+) or 
4 for 1961 mate for 1961 decrease (—) 
is Activity 
i Average | Amount | Average | Amount | Average | Amount 
i positions positions positions 
1. Rulings, technical planning, 
and special technical services. . 668 | $5, 973, 977 728 | $6,492,214 +60 | $+518, 237 
2. Collection of revenue-......------ 24, 573 |151, 407, 048 25, 975 |162, 777,132 | +1, 402 |+11, 370, 084 
3. Audit of tax returns..------.---. 16. 645 |127, 607, 369 | 17, 785 |138, 885,031 | +1, 140 |+11, 277, 662 
4, Tax wend and special investiga- 
RIE. coe ncncnesesnnnpeonesane 2,072 | 18, 608, 070 2,140 | 19, 664, 345 +68 | +1, 056, 275 
5. Alcohol and tobacco tax regu- 
MOET WIE oc sccanseecensssee 3, 274 | 26, 183, 948 3, 274 | 27, 049, 328 |...-.....- +865, 380 
6. Taxpayer conferences and ap- 
ccd ctnenmscnnwenpencnunt 1, 522 | 13, 835, 860 1,653 | 15, 289, 770 +131 | +1, 453, 910 
7. Legal services. 1,091 | 9, 440, 226 1, 169 | 10, 220, 066 +78 +779, 840 
&. Inspection- -.. 544 | 4, 929, 361 568 | 5, 272, 646 +24 +343, 285 
9. Statistical reportin 413 | 2,605, 124 469 | 2,948, 396 +56 +343, 272 
10. Executive direction 452 | 4,258, 923 452 | 4,401,072 |.........- +142, 149 
, 51, 254 |364, 849, 906 54, 213 |393, 000,000 | +2, 959 |+28, 150, 094 
Adjustment in base (net)... PORT HTP GE Fv ccenccnnlisccptcuncne —63 +599, 906 
Total, appropriation 1960, and 
appropriation estimate for 
Pe nctnanndanctconsneasecene 51, 317 |364, 250, 000 54, 213 |393, 000,000 | +2, 896 |+28, 750, 000 
Thousands 
Appropriation £66 4000s og sco ce cides cowed ptobesceucsssedacals $364, 250 2 
PPORAID OERIINON 6 oie cna ee once eeeteen doe an $16, 655 
‘ PHGt INStaNetON MUON. 6. somos ose sca cede ene masemn 1, 637 
4 Career development grade changes: 
4 Annualization 1960 reallocations_......---------- 2, 193 
_ New teallocations 1961. — 2. ......~-.2.+-----.---« 2, 17% . 
Within-grade salary increases-_-____------------------ 2, 196 
Additional needs within present program level-_-__-- ---- 1, 350 
k Contribution to employees’ health insurance fund__----- 3, 000 
ih Mileage allowance to employees using their cars on offi- 
; UMA PROIN oh or one ee ea Ree dabiia ec ala als 1, 000 
: aeiegeeceaee 
OUARONURBOR. onan che pace cu eect eegcseesade 30, 204 
Lees: IGRy a ayo. Soo ch  Cock coe svec de tacdtwennd —1, 202 
Space rentals ranaterved WO GBR ocd eH btn en sSeen wee — 252 S 
28, 750 
: ROL TORRUR 5 ot oe oat ee en bak eeuu ee Geen aa ee 393, 000 


EXPLANATION OF LANGUAGE CHANGES 


There are no proposed changes in the appropriation text for the fiscal year 1961 
from the appropriation act for fiscal year 1960, except in the amount of the 
appropriation. 
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Standard classification schedule (direct obligations only) 









































Increase (+) or de- 
Appropria- | Appropria- | Appropria- | crease (—), 1961 estimate 
tion esti- tion base tion esti- over— 
mate, 1960 for 1961 mate, 1961 
1961 base | 1960 estimate 
Total number permanent posi- 
ee ee 49, 442 49, 152 52, 202 3, 050 +2, 760 
Average number ofall employees. 51,317 51, 254 54, 213 2, 959 +2, 896 
Number of employees at end of 
| RE Rae 51, 300 51,010 54, 140 3, 130 +2, 840 
Average salaries and grades: 
Average salaries_-_-...------ $6, 161 $6, 177 $6, 239 $62 +$78 
Average grades..-......-..-.- 7.6 7.6 Fee Deckacucunandinsieiiaiiliibinaiine 
OBJECT CLASSIFICATION 
Personal services: 
Permanent positions_..._.--- $297, 819, 266 | $299, 065,394 | $314,632,706 | $15, 567,312 | +$16, 813, 440 
Positions other than perma- 
—* al tag Eee 7, 338, 044 7, 896, 009 9, 867, 622 1, 971, 613 +2, 529, 578 
Regular pay in excess of 52- 
rs 2, 257, 173 1, 126, 308 1, 180, 990 54, 682 —1, 076, 183 
Payment above basic rates_- 1, 240, 124 1, 240, 124 1, 242, 624 2, 500 
Total, personal services....| 308,654,607 | 309,327,835 | 326, 923, 942 17, 596,107 | +-18, 269, 335 
US aor ae 9, 172, 776 9, 186, 976 11, 768, 454 2, 581, 478 +2, 595, 678 
Transportation of things__...--.- 1, 652, 252 1, 654, 252 1, 751, 518 97, +99, 266 
Communication services__.------ 7, 210, 426 7, 212, 424 7, 518, 435 306, 011 +308, 009 
Rents and utility services___--_- 2, 701, 003 2, 500, 691 2, 760, 508 259, 817 +59, 505 
Printing and reproduction_-_---- 6, 075, 292 6, 109, 344 6, 661, 129 551, 7: +585, 837 
Other contractual services ----.--- 3, 475, 739 3, 546, 549 7, 466, 344 3, 919, 795 +3, 990, 605 
Supplies and materials __-------- 3, 439, 749 3, 528, 633 3, 923, 008 394, 375 +483, 259 
eee 1, 717, 472 1, 585, 142 2, 960, 378 1,375, 236 +1, 242, 906 
— subsidies, and contribu- 
RES. 19, 497, 801 19, 538, 449 20, 554, 173 1, 015, 724 +1, 056, 372 
510, 000 510, 000 i) eee teenie 
come and assessments_...-.-..-- 142, 883 149, 611 202, 111 52, 500 +59, 228 
Total appropriation or 
~~. 364, 250,000 | 364,849,906 | 393,000, 000 28, 150,094 | +28, 750, 000 
BIOGRAPHIES 


Mr. Gary. We have before us this morning the Commissioner 


of Internal Revenue, Mr. Dana Latham. 


I believe, Mr. Latham, you have several new members of your 


staff with you. 


You may introduce them at the present time. 


It is 


customary with this committee to have a short biography of new staff 
members inserted in the hearings for the benefit of the Members of 
Congress. 

Mr. Latuam. I will be happy to do that. 

I do not need to tell you that it is a pleasure to be before you again. 

On my left is Mr. Charles I. Fox, who is the new Deputy Com- 
missioner. You may recall that a year ago Mr. Delk, the former 
Deputy Commissioner, had just resigned. Mr. Fox has been named 
but has not yet joined us. He has been with us now practically a 
year. I will insert into the record a biographical sketch of Mr. Fox. 

(The biographical sketch referred to follows:) 


CuHartes I. Fox, Deputy CoMMISSIONER OF INTERNAL REVENUE 


Charles I. (Irv) Fox was named Deputy Commissioner of Internal Revenue on 
February 11, 1959. 

As Deputy Commissioner, Mr. Fox assists the Commissioner in planning, 
directing, coordinating and controlling the policies and programs and in giving 
executive leadership to the activities of the Internal Revenue Service. 
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Mr. Fox entered the Revenue Service in April 1927 as an internal revenue agent 
in Salt Lake City and later served as internal revenue agent in charge from 1949 
until 1952, when he was appointed district director of the Utah district. 

He attended the University of Utah and is a graduate of the La Salle Extension 
University. 

A certified public accountant, he is a member of the American Institute of 
Certified Public Accountants and is a past president of the Utah State Society 
of CPA’s. 

Mr. Fox was named Utah’s “Outstanding Federal Employee for 1957” by the 
Federal Business Association of Utah. 

He was one of the three members of a special Audit Training Committee formed 
by the Commissioner of Internal Revenue in 1956. The studies of this Committee 
resulted in the establishment of the present audit agent training program. For 
his contribution to this Committee, he received the Treasury Department’s 
Meritorious Civilian Service Award. 

Mr. Fox, a native of Lehi, Utah, is married to the former Ora Lott, also of Lehi. 
They have three married children, two daughters, and one son. 


Mr. Latuam. For your information he is a career Internal Revenue 
man. He served for many years as district director at Salt Lake, 
and has been involved in many of our major planning enterprises. 

On my right is Mr. Hart Spiegel, who is our new Chief Counsel. 
He has been here since the latter part of September. Mr. Spiegel 
was a member of one of the larger firms in San Francisco and for 
years has specialized in tax matters. I have here a biographical 
sketch of Mr. Spiegel which I will be happy to insert in the record. 

(The biographical sketch referred to follows:) 


Hart H. Sprecen 


Born: August 30, 1918, Safford, Ariz. 

Attended public schools, Topeka, Kans. 

Graduated Yale University, B.A., 1940 (major in mathematics), Phi Beta 
Kappa, Sigma Xi. 

Military service: 1942-46, lieutenant, U.S. Marine Corps, Purple Heart, 
Bronze Star. 

Graduated Yale Law School (LL.B. 1946); comment editor, Yale Law Journal. 

President, Barristers’ Club of San Francisco (1951). 

President, Conference of Barristers, State of California (1953). 

Author: The 1954 Code (State Bar Journal), Deductibility of Lobbying, 
Initiative and Referendum Expenses: A Problem for Congressional Considera- 
tion (University of California Law Review). 

Chairman of Taxation Committee, San Francisco Bar Association (1959). 

Married: Genevieve Willson (Lewiston, Idaho); three children, John (10), 
Claire (7), Jennifer (3). 

Member of California State Bar and San Francisco Bar Association. Pacific 
Union Club, Berkeley Tennis Club. 

Permanent home: 14 Yale Circle, Berkeley, Calif. 

Partner of Brobeck, Phleger & Harrison (San Francisco), January 1, 1955, 
to September 20, 1959. ithdrew to accept appointment as Chief Counsel, 
Internal Revenue Service. 


Mr. Laraam. Mr. Hume has been for many years our Fiscal 
Management Officer, and you all know him. 

At my extreme left is Mr. Bertrand Harding, who, a year ago, was 
Acting Planning and Research Commissioner. He has become 
permanent as Assistant Commissioner in that operation. 

A year ago Mr. Loeb, who is Assistant Commissioner, Operations, 
had just come aboard, and he has been since that time the permanent 
Assistant Commissioner. 

Mr. Gary. Do you have sketches for Mr. Harding and Mr. Loeb? 
_ Mr. Lataam. I have Mr. Loeb’s biographical sketch here. I will 
insert it in the record. 
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(The biographical sketch referred to follows:) 
Wixti1amM H. Lors, Assistant CoMMISSIONER (OPERATIONS) 


William H. Loeb was eee Assistant Commissioner (Operations) of the 
Internal Revenue Service, January 5, 1959. 

As the principal assistant to the Commissioner of Internal Revenue, Mr. Loeb 
is responsible for the collection of taxes, the audit and investigation of returns, 
fraud investigations, and the administration of the tax appeals system. He also 
eoromerigaas the laws pertaining to alcohol, alcoholic beverages, tobacco, and 

rearms. 

Mr. Loeb has been with the Service since 1942, when he joined the Chief 
Counsel’s Office as an attorney. He served in several posts in the Chief Counsel’s 
Office before being named regional counsel of the Atlanta (Ga.) region on October 
23, 1952. In January 1958, he became regional commissioner of the Atlanta 
region. 

He was chairman of the legal task force for implementing the 1952 reorganiza- 
tion of the Internal Revenue Service. 

Mr. Loeb was graduated from the Barnes School for Boys, Montgomery, Ala. 
He received his B.A. and LL.B. degrees from the University of Alabama. He isa 
member of the Alabama and U.S. Supreme Court bars. 

He was an assistant attorney general of the State of Alabama from 1935 to 
1942, serving as head of the criminal division of the attorney general’s office from 
1940 to 1942. 

Mr. Loeb is a World War II veteran who served with the 28th Airborne Tank 
Battalion. He took part in the Philippines campaign. 

He was born at Montgomery, Ala., September 1, 1913. His wife is the former 
Merle Ellenbogen of Little Rock, Ark. Mr. and Mrs. Loeb, who live at 5341 
Pooks Hill Road, Bethesda, Md., have two daughters, Julianne and Tina. 


Mr. Latuam. We will furnish one for the record of Mr. Harding. 


BIoGRAPHICAL SKETCH OF BERTRAND M. HarpinG, AssISTANT COMMISSIONER 
(P. & R.) 


Bertrand M. Harding was appointed Assistant Commissioner for Planning and 
Research in May 1959. 

Mr. Harding, 40, is a native of Fort Worth, Tex. He started his Government 
career as a trainee with the Bureau of the Budget in 1942. Subsequently, he 
served in steadily more responsible positions with the Veterans’ Administration in 
Texas, and with the Atomic Energy Commission in Washington. 

Mr. Harding transferred to the Internal Revenue Service from the Atomic 
Energy Commission in 1953 as an organization and methods examiner. He 
became Assistant Director of the Collection Division in 1955, which position he 
held until his transfer to the newly created Planning and Research Office in May 
1958 


He attended public schools in San Antonio, Tex., and holds a degree in economics 
from Antioch College, Yellow Springs, Ohio. Mr. Harding did graduate work in 
public administration at the University of Minnesota. 

He served as radar navigator in the U.S. Army Air Force from 1943 to 1945. 

Mr. and Mrs. Harding and their two children live at 1304 Park Terrace Drive, 
Alexandria, Va. 


TURNOVER IN REGIONAL COMMISSIONERS 


Mr. Laruam. If I may continue, you will be interested to know that 
we have made a number of other changes. We have nine regional 
commissioners. Within the last year we have appointed a new re- 
gional commissioner in Philadelphia, Mr. Alva Meyers, formerly 
head of our Syracuse district office. 

Mr. William Bookholt has become regional commissioner at 
Atlanta. He was the former district director of Atlanta. 

Mr. Homer Croasmun is the new regional commissioner at Omaha. 
He was formerly assistant regional commissioner in charge of collec- 
tions at San Francisco. 
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Mr. Harold Hawkins is the new regional commissioner in San 
Francisco, and he was formerly regional commissioner at Omaha. 

We have a vacancy in our regional commissionership at Chicago 
which we expect to fill soon although the necessary papers have not 
been processed through civil service. Our selection is Mr. Douglas 
Barnes, who is now the regional counsel at Omaha. 

We have, of course, during the past year had many vacancies in our 
district directorships. 

Mr. Gary. There appears to be a large turnover in your regional 
commissioners. How do you account for that? Is that unusual? 

Mr. Latuam. It probably is. One of the great problems we have is 
to bring in younger men who can stay with us. There is nothing 
really unusual, I suppose, but we may have had one or two more 
during the past year than we otherwise would have had. 

Mr. Gary. In other words, these are men who have worked up 
through the service and they have reached maturity by the time they 
are appointed and consequently they do not serve as long in that 
position as those who serve in the lower positions, is that the situation? 

Mr. Latuam. That is right. 

Mr. Gary. Most of them have attained their positions through 
promotion? 

Mr. Latuam. All of them have. None are brought in from the 
outside. These are all career people who are thoroughly versed in 
internal revenue procedures and our problems. 

Mr. Gary. I suppose that it takes a person a good while to get to be 
a regional commissioner? 

Mr. Latruam. It does. We do our level best to get the very best 
men we can for all of those very important jobs. 

Mr. Gary. You may proceed. 

Mr. Laruam. I though that I would take a little more time than 
usual to tell the committee a little bit about what we have been doing 
in the past year, believing the committee would be interested. 


ADVISORY GROUP 


Mr. Larnam. During the year I appointed an Advisory Group 
made up of 12 leading lawyers, accountants, educators, and business 
representatives geographically selected from the United States. We 
have had nia meetings in Washington from 2 to 3 days each. 

The purpose of the committee is to advise with us as to internal 
revenue procedures and to give us their thinking. They get our 
thinking also. I can assure the committee that in our judgment it 
has been extremely rewarding, not only in indicating to us changes 
that we might well make, but in funneling through them to the public 
some of our problems, thus bringing about a better understanding 
between the public, practitioners, the taxpayers, and the Service. 

Mr. Gary. Will you insert the names, the addresses, and the con- 
nections of the members of the committee in the record? 

Mr. Laruam. I will be glad to. 

(The list referred to follows:) 
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ComMIssIONER’s ApvisoRyY GROUP 


Thomas C. Atkeson, professor of taxation, the College of William & Mary, 
Williamsburg, Va. 

Eugene F. Bogan, attorney at law, Sharp & Bogan, Washington, D.C. 

— T. Burns, certified public accountant, Arthur Young & do., Los Angeles, 

alif. 

John J. Curran, attorney at law and certified public accountant, tax manager, 
Norton Co., Worcester, Mass. 

Allan A. Drummond, public accountant, San Francisco, Calif. 

T. J. Graves, certified public accountant, Haskins & Sells, New York, N.Y. 

H. oa Kilpatrick, attorney at law, Kilpatrick, Ballard & Beasley, Washington, 


Leonard E. Kust, attorney at law, general tax counsel, Westinghouse Electric 

Corp., Pittsburgh, Pa. 

Thomas N. Tarleau, attorney at law, Wilkie, Farr, Gallagher, Walton & Fitz- 

gibbon, New York, N.Y. 

Charles L. Thomas, attorney at law and certified public accountant, Carnahan, 

Gordon & Goodwin, Tacoma, Wash. 

Troy e oo. certified public accountant, George S. Olive & Co., Indian- 
apolis, Ind. 
if Dwight Williams, certified public accountant, Williams, Hurst & Groth, 

Oklahoma City, Okla. 

Mr. Laruam. I might add these people do not represent their 
particular business or profession. They are a group speaking indi- 
vidually and as a whole with regard to our problems. So no one is 
committed. 

Mr. Gary. We understand that. We do, however, want to know 
their professions and their connections. 


CONSOLIDATION OF DISTRICTS 


Mr. LatrHam. During the last year we have also consolidated our 
upper and lower Manhattan districts into the one district of Man- 
hattan. We also have consolidated, or merged, two of the four Ohio 
districts. Ohio was the only State in the Union outside of New 
York that had that many districts. That was a holdover from the old 
collectors days. Columbus has merged with Cincinnati, and Toledo 
has been merged with Cleveland. All this has been done without 
any loss of service to the taxpayers, or their representatives, and with 
considerable savings to the service. 

I should add for the committee’s information that we do not con- 
template at the present time any similar action elsewhere in the 
United States. 

NATIONAL OFFICE EVALUATION TEAM 


Now, during the year under Mr. Loeb’s leadership we have also 
made a number of changes, program changes, which we think will be 
of great benefit, not only to the service, but to the taxpayers of the 
country. 

The first is what we call our national office evaluation team, or 
procedure. It had been our practice in the past to send out func- 
tional representatives, audit representatives for example, from Wash- 
ington, who would visit a region and district to advise with them as 
to what is going on and how their action might be improved. This 
new procedure means that instead of going out singly, all the nine 
functional areas in the national office will visit a region at the same 
time and they will meet with their counterparts in the regional 
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operation, thus enabling us to view the operation as a whole at one 
time. 

Then, in addition, after the survey has been made, national office’s 
top personnel will visit the region and sit down for 2 or 3 days with the 
various people to find out and evaluate each program looking toward 
a better overall operation. We expect to continue this because we 
have found it rewarding in improving the efficiency of particular 


regions. 
STREAMLINING OF INSPECTION SERVICE 


The next thing that we have done during the year is what we might 
call streamlining our Inspection Service operations. As you know, 
the Inspection levies is the only activity in the Internal Revenue 
Service which answers directly to the Commissioner in Washington as 
opposed to answering to the district director, the regional commis- 
sioner, etc. 

The function of the Inspection Service of course is not only to audit 
the operations—what we call the internal audit—of each district 
office and regional office, but also the internal security, the check upon 
personoel, not only when they come in but when charges are preferred 
against them. 

This streamlining has resulted in the elimination of many minor 
matters to which Inspection formerly called to the Commissioner’s 
attention. Now only major matters are presented. There is a saving 
in time to everyone. We have made doubly sure during the past 
year that Inspection in its operations does not destroy the inde- 
pendence of our offices in the disposition of tax cases. 

In other words, it has been suggested ia the past that our field 
personnel might be reluctant to dispose of cases because of the fear 
they might be second-guessed by Inspection. We have made it very 
clear, that Inspection has no such function and under no circum- 
stances is it to make any comment with respect to such matters. 


REORGANIZATION OF AUDIT, COLLECTION, AND INTELLIGENCE 


In addition, we have reorganized during the vear our principal 
functional areas in the national office, and I am referring to audit, 
collection, and intelligence. 

As a result of the action of our national office evaluation teams, we 
have been able to review our own operations here with a view to 
to breaking them down into more manageable segments. We feel 
that in turn will speed up our overall operations and their efficiency. 

Finally, insofar as program changes in the national office are con- 
cerned, we have adopted a new policy which involves the issuance of 
program policy letters to the field well in advance of the beginning of 
a particular fiscal year, the principal purpose of which is to assist the 
regional offices in their planning, not only for the actual programs 
that we have in mind and that they have in mind, but to correlate 
their planning with our financial picture so that we do not overspend, 
sO We can carry out our commitments to the Congress, the Budget, 
and the Treasury Department. 
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IMPROVEMENT IN ADMINISTRATION OF TAX LAWS 





In March of last year we had two hesrings for about 9 or 10 days 
before the House Ways and Means Committee. As you well know 
that committee is concerned with the overall operation of the service. 
It was a most friendly hearing, the purpose being to determine what 
progress we were making in the administration of the tax laws. 

I will mention very briefly a number of improvements which came 
out of those hearings and as a result of suggestions made, not only by 
members of the committee but in particular by nongovernmental 
practitioners who appeared as witnesses before the committee. 


INFORMAL CONFERENCE PROCEDURES 


In the first place, we have enlarged our informal conference proce- 
dures. I should make it clear that one of our principal aims, and we 
think very legitimately so, is to dispose cf tax controversies as quickly 
as possible, and of course as close to the taxpayer’s residence as possi- 
ble. We have had for a long time—but it has not been developed, I 
think, to its ultimate maximum—what we called informal conference 
procedures. That is just what the term means. It is not formal, 
such as are the hearings and the procedures that we have before our 
appellate organization. 

I will not take the time of the committee to deal with the problems 
that arose in connection with informal conference procedures. It 
should be sufficient to say we are trying out in various parts of the 
United States methods of increasing both the number and the caliber 
of the staff which deal with taxpayers at this informal stage, that is, 
immediately after the issuance of what we call an L-19 letter, which 
is not an agent’s formal report, but instead merely a statement of what 
the agent is contemplating doing with respect to that return. 

To the extent we can dispose of those cases at that point we not 
only perform a better service for the taxpayer, but we take a tremen- 
dous load off our appellate staff and in turn off the Tax Court of the 
United States. 








AUDIT DETERMINATIONS 


Another thing we hav: attempted to do during the year as a result 
of the discussions with the Ways and Means Committee is to improve 
our means of obtaining uniformity in audit determinations through- 
out the United States. That, of course, has always been one of our 
most difficult problems, to make sure that in San Francisco they deter- 
mine the law applicable to a given set of facts in the same way that 
it might be determined in New York. 

We have devised various means, and I might add that in that con- 
nection our Advisory Group has been of great assistance, whereby 
we can help achieve that ultimate aim. 

Again, unless the committee is interested, I will not discuss the 
details of the various means which we have devised, but we feel that 
we have made great progress. We are not at all satisfied, however, 
that we have achieved perfection. We probably never will, but we 
will continue to work upon it. 
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SIMPLIFICATION OF TAX FORMS 


One of the problems which the committee mentioned, and which 
we spent a number of days discussing, had to do with our tax return 
forms. As you know, that is a problem always with us. Everyone 
wonders why we cannot simplify those returns. 

Of course, as the committee knows, in a 1040 form, the long form 
individual return, we have to in effect compress in one return sub- 
stantial portions of a 1,000-page law. I can assure you it is no easy 
task. 

The real problem which most people do not understand is that if 
we knew in advance just what each individual taxpayer needed for 
his particular situation for the past year we could hand him that form 
and things would be simplified. But we obviously cannot check with 
each taxpayer in advance, so we have the uniform program of sending 
to each taxpayer the type of return that he employed the preceding 
year. We simply know of no other alternative. 

But one of the things that did grow out of our hearings before the 
House Ways and Means Committee was the new return which you 
doubtless have read about and which we call the 1040W. That return 
permits a taxpayer to include unlimited income from salaries and 
wages whereas the old 1040A was limited to $10,000. He may also 
include income from other sources up to $200. It likewise permits 
him to itemize his various deductions. We do not know how many 
people will use that return. We will not know, of course, until we 
can make a survey after this year’s filings. But we did print up 17 
million of these forms and we hope that will be a step toward simpli- 
fication of tax returns. 

Again, I can assure you that problem is under study continuously 
and we do not confine our study group to people within the Service; 
that is, we do not inbreed in this important matter. We invite and 
have the benefit of suggestions from outsiders from all walks of life. 


SUPERGRADES 


One of the real items of progress that I think the Service achieved 
during the year—and as a direct result of the assistance of the House 
and Ways and Means Committee—were the additional supergrades 
which were voted by Congress during the closing days of the last 
session to the Treasury Department; 114 of them, as a matter of 
fact, without limitation as to the particular grade. They belong to 
the Treasury Department, but it is clearly understood that most of 
them will be available to the Internal Revenue Service. We did 
have serious discrepancies in proper grades for people occupying very 
important management positions. 

Civil Service recognized this, but they had a limited number gov- 
ernmentwide. Therefore, this particular vote of special grades for 
the Internal Revenue Service. They come to us 38 a year—38 this 
last year, 38 this coming year, and 38 in 1962. They will be used as 
needed with full approval, of course of the Civil Service Commission, 
in the allocations. 
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TECHNICAL RULINGS 





One of the things also discussed by the Ways and Means Committee, 
and in which this committee is interested, is the speedup of the time 
which we take to issue technical rulings upon taxpayers’ requests, 
and also the issuance of the regulations required as new laws are 
enacted. We made one change procedurally during the year. We 
had formerly been requiring that all published rulings be reviewed by 
the office of the Chief Counsel. We have eliminated that requirement 
and made public announcement of it. Those rulings which we believe 
should be reviewed by the Chief Counsel will be reviewed, but they 
do not go up as a matter of course. 

The reason for that was to take the tremendous load off the office 
of Chief Counsel and enable him to speed up other operations that 
were essential to the Service. 

As a part of this whole program there has been under study ever 
since last June, and is now in the process of study internally with us, 
a review of the relationship between our technical operation, that is, 
the function which issues the rulings, regulations, and similar matters, 
and that portion of the office of the Chief Counsel which we call inter- 
pretative, which deals with the review of these rulings. 

We believe that out of this should come a means of speeding up the 
issuance of these very important documents. I might add that the 
backlog of our technical organization in requests for rulings has been 
reduced by almost 1,600 cases since March 31 as compared with 
December 31 of last year. 

We believe that that office has what we might term a manageable 
inventory in these cases. We are only from 3 to 6 weeks behind in 
the issuance of rulings except in very difficult areas. We are not 
satisfied even with this. We think that we can improve it. We are 
working on it to that end. 

TRAINING 


In our training area within the Service we have made strides. As 
the committee knows, and we do not hesitate to say it, we have as 
good a training program as exists in Government. We certainly know 
of no commercial organization which has a better one, or even an 
equal one. 

During the year we have expanded this program in two areas. 
First, that dedow with the advanced training; for example, audit, 
intelligence, and so forth, the purpose being to keep our men constantly 
- to date and able to cope with more difficult problems. We are 
also putting into effect a new program with respect to the training of 
our top personnel. 

One of our problems has been that we did not have an adequate 
reservoir of supervisory and managerial staff as opposed to the execu- 
tive staff at the top district, or assistant district director level. 

We now propose to always have available from the first supervisory 
job, which we will say is that of a group supervisor, people who can 
step into that job which does require some management experience 
and skill. Whenever a vacancy occurs we will follow that procedure 
instead of putting a man into the position and letting him learn by 
what you might term “the hard way.” 

In addition to providing a reservoir all the way up to the top, we 
have shortened what we call our executive development program. 
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That program, as the committee knows, was designed to provide us 
with assistant district directors and directors. Formerly, that was a 
6-month program. The result of making it that long was that we 
did not get as many applicants as we would have liked, and we further- 
more had problems in determining the location to which they would 
eventually go because at the time they were trained we could not, of 
course, determine where vacancies would occur. We are decreasing 
the period of training, although coupling it with segment training as 
we go, so there will no longer be a 6-month period required all at once. 

In addition, we are taking people from particular areas such as New 
York or Chicago, where it is often difficult to get people to go, and 
training people from those areas so they will be available there as 
these vacancies occur. 

We propose to adhere to our past program of making as certain as 
we can that only the people who take these training courses will be the 
ones who will be considered for these high positions as they occur. 
This removes the matter from political considerations, and also from 
the considerations of others who might want to advance some of their 
friends who do not have the training background. We feel that this 
will work very well. 


DISCONTINUATION OF ALCOHOL AND TOBACCO TAX STAMPS 


During the year, as you know, the use of stamps in connection with 
our alcohol and tobacco tax operations has been eliminated. These 
taxes are presently collected on a return basis. The change was made 
in June and it was something that was a long time coming but which 
the industry felt they were entitled to. We feel that the transition 
han working remarkably well and has been very smoothly accom- 
plished. 

Mr. Gary. What has been accomplished by that program? 

Mr. Laruam. The adoption of the return system, of course, placed 
the liquor and tobacco industries in a more comparable position with 
other excise taxpayers. Its adoption was consistent with our program 
to simplify and modernize the Service’s liquor and tobacco control 
system. Substantial savings in the costs of printing and distribution 
of stamps used for collecting the taxes were effected. It meant a 
great deal to the industry and the Secretary felt it was something we 
should do to effectuate the legislative intent of the statute in that we 
did not lose any revenue, although there is a slight lag. The return 
system reduces the amount of capital required to finance the payment 
of the tax. They file now on a semimonthly return basis. It was 
primarily, I should say, for the benefit of industry. 

Mr. Gary. Will you give us some of the background that went into 
that change? Will you tell us why it was done? 

Mr. Laruam. Itisalongstory. Years ago, I do not recall how long, 
we put wines and beer on a daily return basis. Prior to last vear we 
had nothing on a stamp basis except distilled spirits and tobacco and 
playing cards, and if you want to call the gamblers’ stamp a stamp, 
and certain documentary stamps on deeds. 

The trend has been for many years toward the return basis. As I 
said, some years ago we put wines and beer on a return basis. So it 
seemed only logical that we should go to a return basis for distilled 
spirits and tobacco, and that in effect is the background for it because 
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it cost nothing. As a matter of fact, I might add, it saves us money 
in that the stamps cost us about $1.4 million a year. Now we do not 
have to buy any stamps. 

Mr. Gary. How does the system work now on the return basis? 

Mr. Latuam. Well, they simply file a return properly made up with 
schedules. I do not have any return forms here, but I would be glad 
to obtain one for each individual industry and submit it for the record, 
if you desire it. They file these returns semimonthly and indicate 
how much in distilled spirits has been withdrawn and upon which the 
tax is due, and they pay the tax at the rate provided by law. The 
same thing is true with respect to cigarettes, cigars, and other forms of 
tobacco subject to the tax. They pay the tax at that time. 

We employ the same means in the field for checking these with- 
drawals as we did when they bought the stamps and fixed the stamps 
upon the bottles and the cigarettes and so forth. 

Mr. Gary. They have to keep accurate records? 

Mr. Latuam. Qh, yes. 

Mr. Gary. On their withdrawals. And your agents check their 
records; is that the way? 

Mr. Latuam. That is correct. I might add, every manufacturer 
and distiller is very heavily bonded, a requirement we impose as a 
condition to adopting the return basis, which fully protects us against 
any failure on their part to properly declare or pay the tax. A tax- 
payer who defaults is placed on a prepayment basis. 


ENFORCEMENT OF DISTILLED SPIRITS TAX LAW 


Mr. Gary. Mr. Commissioner, I have received a letter dated Janu- 
ary 21, 1960, from Mr. Robert Coyne, president of the Distilled Spirits 
Institute, Inc., addressed to me as chairman of this subcommittee, in 
which he states their organization is very deeply interested in the 
proper enforcement of the distilled spirits tax law because they are 
meeting competition from illegal operators. 

He calls attention to the fact that since 1939, although the tax has 
been greatly increased on distilled spirits, the number of employees in 
the tobacco and distilled spirits division of the Revenue Service, have 
been decreased. 

He closes with this paragraph: 

Our specific recommendation is that the enforcement division of ATTD be 
granted additional funds for the prosecution of its work. 

Will you comment on that letter? 

Mr. Laruam. I will be glad to. 

In the first place, we must bear in mind that the interest of the 
legal industry, a natural one, is to stamp out competition to the fullest 
extent possible. The Internal Revenue Service is the only agency in 
Government that can do it, and we, of course, are interested in stamp- 
ing out this illicit traffic to the fullest extent we can within our budget 
limitations. We feel that during the past 20 years we have succeeded 
very well in curtailing illicit activities in most parts of the United 
States so that now it is principally confined to the southeastern portion 
of the country and to New York and Philadelphia regions on the 
eastern seaboard. 

“ver! on the eastern seaboard the illicit traffic has been substantially 
reduced. 
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Our problem is: What funds can we logically shift from general 
revenue enforcement into added manpower to combat the illicit 
liquor traffic? We must consider the balance between total revenues 
derived from all taxes as a result of the use of these funds and the 
effect upon the morale of the country as a whole if we let the illicit 
manufacturers get out of hand. 

We think very definitely they are not out of hand despite the 

increase in the tax and the fewer number of mash gallons seized per 
year. 
* Asa matter of fact, it is quite clear, though I do not have the figures 
before me but which I will be glad to furnish to the committee, that 
the yield per dollar of enforcement personnel is far less at all times in 
the alcohol and tobacco division than in any other area in the Internal 
Revenue Service. 

In the first place you do not get much yield when you find these 
violators. You try to estimate how much illicit liquor they have 
produced. In the first place, you cannot determine it very accurately, 
and, secondly, if you could you cannot collect the money because they 
just do not have it. 

So it is primarily an enforcement job as opposed to a revenue 
measure. We do not, however, intend to slight that in any way. As 
a matter of fact, it is interesting to note that between 1936 and 1941, 
although the tax rate went up 50 percent, from $2 to $3, and the per- 
sonnel remained almost constant, that the number of mash gallons 
_ in 1941 as compared with 1936, was less than half the 1936 

gure. 

I am sure we were doing as effective and adequate a job in 1941 as 
we were doing in 1936, but I do not believe that the illicit production 
was actually there. 

It is very interesting to note the effect during that period of sugar 
rationing. In 1941 we seized 6,900,000 gallons of mash. In 1943, 
when sugar rationing was in effect, it dropped to 1,700,000 gallons 
because sugar is indispensable and it shows to a certain extent how 
effective sugar rationing was during that period. 

During the past year we have emphasized our enforcement pro- 
grams. At the present time we are specializing on sources of sugar 
and that has been remarkably effective in preventing them from even 
going into business. We do not have a situation in which you can 
compare mash gallons seized exactly because they never get around 
to manufacturing it to the same extent that they would otherwise. 

I should add that we do recognize the problem that the industry 
has mentioned to you, and as the traffic is reduced to a minimum in 
other parts of the United States we are shifting personnel as rapidly 
as we can to those areas where the illicit manufacturing is going on. 

Mr. CanFiEeLp. Just a brief observation. I think the Distilled 
Spirits Institute’s salute to the Internal Revenue Service is well de- 
served. I think, too, their pointed review of the illicit liquor situation 
as presented in their letter today is a bit tardy. 

Mr. Latuam. I might add further for the record that it is our 
considered judgment that we have no more efficient unit in the whole 
Internal Revenue Service than our Alcohol and Tobacco Tax Unit, 
which has functioned very successfully under Mr. Avis, who in turn 
is under the supervision of Mr. Loeb. 
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Mr. Gary. Are you asking for any increase in personnel for this 
unit in 1961? 

Mr. Latuam. No, we are not and the decision was based on the 
recommendation of our own Director who feels that we are doing just 
about as well as can be expected between a reasonable balance of 
revenue produced and the moral effect of inadequate law enforcement. 

Mr. ALeExanpER. Mr. Commissioner, as a former prosecutor in an 
area which you mentioned, I certainly feel that your agents are doing 
an excellent job. In fact, during the period you mentioned I cer- 
tainly noticed much more effective work from your people and a 
stoppage of this illicit traffic. I feel that you are doing a very 
effective job on the whole. I realize there is still some of it. 

Mr. Latuam. We appreciate that. We could always do more, but 
it becomes a question of balance. 

Mr. Gary. It seems to me that there is very little complaint of 
bootlegging these days. Back in the prohibition days the bootleggers 
flourished. All operations were illegal, and they had to supply the 
entire market. 


EQUIPMENT INCREASE REQUESTED FOR ALCOHOL AND TOBACCO TAX 
DIVISION 


Mr. LatHam. You asked me whether we had any additional 
amounts in our budget for the Alcohol and Tobacco Tax Division. 
I said no, not for personnel. I should state, however, that we do 
ask for $175,000 to update our enforcement equipment, particularly 
our automobiles with the most modern two-way radios and items of 
that kind which we feel are equally important perhaps as the addi- 
tional personnel. 


ENFORCEMENT ACTIVITIES IN EXPENSE ACCOUNTS AND ENTERTAIN- 
MENT AREA 


Among the other things that we have done during the year and 
with which the committee is familiar, is the expansion of our en- 
forcement activities in the expense account and entertainment area. 

I am sure that you read the publicity which was forthcoming at 
the end of last year and the early part of this year. This is not a 
drive in the sense that it is something we suddenly get very anxious 
about and which attains a high level and then drifts off. Instead, 
we have felt for a long time that there was an increase in the number 
of people who were in effect living upon expense accounts. 

The purpose of this is not necessarily to disallow a deduction on 
the part of an employer, although that may come as an end result. 
It is primarily to reach those people, those employees, who are re- 
ceiving benefits denied people not so employed and not upon expense 
accounts. Not only are we losing revenue, but we find an increasing 
resentment on the part of other people against these practices, and 
that in turn strikes at the heart of our voluntary compliance system. 
We approached the new program with extreme care. We presented 
it to many people not connected with the Service, representatives of 
great manufacturers, banks, insurance companies, certified public ac- 
countants, and lawyers to make certain that what we proposed in 
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the way of additional bookkeeping was practical and did not impose 
undue burdens. 

Further, what we are requiring, or proposing to require, is not 
retroactive. Instead, it begins with the first of this year, and the 
purpose of it is simply to give us leads so that we can move in by audit 
and determine whether those abuses exist in those particular areas. 

I should state that the program so far has been remarkably well 
received. Even many business organizations affected by it, who will 
have to keep additional records, are approving. We feel that the 
second major step which we propose to see through in detail is to make 
certain that its enforcement in the field is done on as reasonable as 
possible a basis as opposed to a “‘witch hunt” approach. We feel that 
with the program as presently proposed, which we may modify after 
we hear comments up to February 15, when combined with reasonable 
enforcement will do much in that area. 


REPORTING OF DIVIDENDS AND INTEREST 


Now, the second matter with which we have been concerned has to 
do with what we have termed ‘‘the dividend and interest gap.’”’ The 
best figures obtainable would indicate there is approximately $434 bil- 
lion a year in dividends and interest that should be reported and tax 
paid on and is not. That divides into approximately $1 billion for 
dividends and the balance for interest. 

The problems involved in that area are extremely great. It has 
been proposed in Congress on a number of occasions, and I believe on 
at least one occasion it passed the House, that withholding provisions 
be enacted into law governing both areas. 

We hope that withholding will not be necessary because of the im- 
pact upon the taxpayers and the inequity in many, many cases, and 
also because of the refunding administrative burden which it would 
impose upon the service. 

So the program in which the Treasury itself in particular has taken 
et interest is what we might term “‘an educational program’’ The 

anks and corporations of America, including trade organizations—if 
you want to include the New York Stock Exchange as such an organi- 
zation, have cooperated. What they have done is various things. 
For example, they are notifying their stockholders when they receive 
dividends that the income is taxable. The same thing is true with the 
banks, who are notifying all of their savings account holders. 

I might add the problem is particularly difficult in the interest 
area. I am not now talking about large amounts of interest paid on 
corporate bonds, or mortgages. The real problem is in the savings 
accounts area because in many such cases the interest, as you know 
is not credited to the account until after the close of the year when 
the individual happens to have his book in there for a new deposit. 
They lose track of the amount and they forget because most people 
in the low brackets, as you know, maintain no books of account what- 
ever. 

We feel that we are receiving very satisfactory cooperation from 
these institutions who pay these sums, and we will watch very care 
fully the results this year. We will not know until about next year 
the effect that program may have. 
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COLLECTIONS FOR 1959 


What I have given you so far is information as to what we have 
been trying to do in the past year. Now for what we have accom- 
plished in the way of actual figures, collections for 1959. 

In fiscal 1959 we collected just under $80 billion which was approxi- 
mately the same as 1958, and which included approximately $1 billion 
from delinquent accounts. 

During 1959 the number of delinquent accounts in our nationwide 
inventory was reduced by 20 percent, and they now stand at 1.2 mil- 
lion as compared with 1.5 million individual accounts. 

Likewise, during the year we have concentrated on our efforts to 
improve collections under Public Law 85-321, which is the trust-fund 
law having to do with the returns by employers where they have with- 
held taxes due from their employees. That is an area in which we 
must have proper and adequate enforcement. 

In the determination of deficiencies during 1959—that is, as the 
result of our various audit and other programs—we assessed $1.8 bil- 
lion additional tax. This is an increase of $100 million over 1958. 

Primarily, as I stated, that was from the audit program. As a 
matter of fact, we made approximately 100,000 more individual audits 
in 1959 than we were able to do in 1958. 

As the result of the volume increase in audit we have had a corre- 
sponding workload increase in the appellate areas—that is, the areas 
where disputes with regard to tax controversies are disposed of. We 
have augmented our staff in that area. As I said, we are making every 
effort to conclude these tax controversies as quickly as possible. 


DECREASE IN PERMANENT EMPLOYEE TURNOVER 


One of the most favorable developments during the last year, and 
one which as I will state a little later has affected, however, our budget 
plan, has been the decrease in the rate of permanent employee 
turnover. 

Based wpon prior experience, we determined that we would lose 
6,700 permanent employees during the fiscal year 1959, but as a matter 
of fact separations were only 4,500. 

Now, that is very good, because it means that we are maintaining 
a corps of trained personnel. On the other hand, it affects our budget 
because we budget according to a certain attrition rate and on the 
basis that new people will come in at a lower salary basis. When they 
do not leave us, therefore, we do not have the savings which would 
normally come through bringing replacements in at a lower salary or 
grade rate. But, nevertheless, we have to continue to pay these 
higher salaries in higher grades. 

As a result, and in connection with our 1960 budget, we were not 
able to staff all of the permanent positions that we had expected to 
staff and which we indicated to this committee when we appeared 
before you last year that we would staff. 

We are endeavoring to rectify that problem by making ever increas- 
ingly realistic appraisals as to attrition rates so that we can determine 
the program costs and thus be able to maintain the commitments 
~— we make to you as to what we will do with the money which is 
voted us. 
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I feel very strongly that it is incumbent upon us, within the absolute 
limits of our capacity, to deliver the man-years which we promised the 
Treasury, the Bureau of the Budget, and the Congress that we would 
deliver. 

DELINQUENT ACCOUNTS 


Now, the delinquent accounts, of course, have declined in number. 
That is because we have fewer delinquencies in the first place. As you 
know, the bulk of our delinquent accounts arises with respect to those 
people who file their returns as required, but they do not pay all the 
tax shown by the return. Then we have to go out and collect it. 
We have impressed upon the public that they should pay or provide 
for their tax liabilities. So, we have had a decrease in the number of 
those accounts. In addition, we have collected more of the accounts 
on our books, and the more we get down to a hard core of delinquencies, 
the less we can collect per man-hour or per man-day which is, of course, 
a perfectly obvious situation. 


BLUE RIBBON PROGRAM 


Before discussing the budget in detail, I want to mention our general 
approach to our 1961 budget estimate. 

As I have said, the problem of attrition, and where we do not ade- 
quately determine that attrition rates, affects our budget requirements 
for the year—and that in particularly true where we have to plan, 
as you well know, a year and a half in advance. A part of our whole 
program, as this committee well knows and has expressed approval of, 
is our so-called blue ribbon program. That is the effort to build up 
competent personnel within our functional areas so that we can 
attract top people and keep them. 

It has paid off so well that this attrition rate has declined and we 
have been faced with certain problems. What we are endeavoring 
to do in the budget that we are now presenting is to adequately fore- 
cast this attrition rate so that we can maintain the man-years as 
promised, and at the same time meet our commitments to our people 
under our blue ribbon program, because it is absolutely essential that 
these people remain on our rolls and that they be happy in the work 
they are doing. 

Perhaps during this coming year if it develops that we have guessed 
wrong—we hope we have not—in our attrition rates that in order to 
meet our commitments to our people under the blue ribbon program 
we might have to lapse a few man-years. 

We do not believe it will be substantial, because we think we are 
pretty close to right, but I do want the committee to know about our 
problem. We are not asking for any carte blanche authority, because 
it would not involve any substantial amount, but we must maintain, 
if we are to maintain employee morale within reasonable limits, our 
commitments to these good people. 

In going into this whole situation, I have felt that we have probably 
heretofore been presenting our budgets too much on a single-year 
basis and that they do not represent a planned approach to the needs 
of the Service over any reasonable period of time. In addition, I have 
the feeling, if I may say so, that we have come to you asking for 
money, limiting any personnel increases requested to the enforce- 
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ment area—that is, revenue agents, revenue officers, and office 
auditors, and so forth—and in so doing have neglected the areas 
which are needed to balance an overall program which includes 
clerical staffs, chief counsel, lawyers, and the development of our 
highly important technical organization which issues rulings and 
regulations but to which we cannot point as producing particular 
dollars. I feel very strongly that we do not over the y Be period 
sacrifice dollar collection by balancing our operations. 

So the budget which is presented to you for 1961 and our program 
for the future calls not only for increases within the enforcement 
areas—the highly important enforcement areas—but also in other 
areas needed to balance the enforcement operation. 


LONG-RANGE PLANS 


As a part of the presentation of our 1961 budget, and in order that it 
might be presented in what seems to me to be a proper perspective, I 

fat vow strongly that we should acquaint you with what might be 
aol our long-range plans and what is referred to in the justification 
statement, and which will be referred to later as our 5-year plan. 

This plan falls into two main categories: The first is a substantial 
strengthening of all our enforcement and related activities, and the 
second relates to the long-range mechanization of our processing 
activities which we will call the automatic data processing proposal. 

The 1961 estimate which you have before you contains requests for 
funds to recruit and train the first contingent of additional revenue 
agents which we feel are esséntial for the purpose of broadening our 
audit base and for the revenue officers and other personnel which will 
be needed in order to process the additional workload which will arise 
as a result of increased activities in the audit area. 

It also includes a small amount as a beginning portion of our long- 
range automatic data processing system which I want to discuss in 
some detail later. 

The program that you have before you, and beginning in 1961, 
contemplates that by the end of fiscal year 1965 we will hare com- 
pleted increases in personnel in the various functions to the extent 
that we can aaeeaily foresee will be usable and effective. 


AUTOMATIC DATA PROCESSING 


The increases, if allowed by subsequent Congresses, will reach full 
effectiveness, we believe, in 1967. 

So far as ADP—automatic data processing—is concerned, we are 
going into that now, on what might be termed an exploratory basis. 
In other words, we propose to make the first installation of this 
automatic data processing system in our Atlanta region which in- 
cludes the seven States in the southeastern part of the United States. 
We will get that to work and see what it does there. 

I might take a little time to discuss just what that means, while 
we are on that subject. The purpose of automatic data processing 
is really to do mechanically what we cannot do effectively now by 
manual means. That is, we have now some 95 million tax returns, 
not including related pieces of paper like information returns, and so 
forth, that we must process every year, and that number is increasing 
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rapidly. We believe that by, say, 1975 it could be up to almost 125 
million returns and we cannot do this job under our present methods. 
In addition what we propose will be of value enforcementwise and 
of great benefit to taxpayers. 
hat it involves, in effect, is a master file on magnetic tape for all 
of the taxpayers of the United States. We do have numbered files 
now for all employers which means corporations, partnerships, and 
certain individuals who maintain sole proprietorships. All taxpayers 
will eventually have identification so that we will have a record of 
every taxpayer in the United States. Through magnetic tapes, tax- 
payers can be located at any place in the United States. For example 
if he filed his return in one district and paid his tax in another. It will 
be very simple to determine from a master file just what has occurred. 
Likewise, it will be possible for us to check on failures to file. It will 
be possible to check information documents such as 1099’s against 
the data reported on tax returns. We can maintain a single debit 
or credit balance for each taxpayer for all types of tax liabilities, and 
there may be many for an individual taxpayer for income, excise, 
withholding, and so on. 

There can be a mechanical sorting of returns based upon high audit 
potential items, and we will be in a position to immediately detect 
duplicate or potentially fraudulent refund claims filed in one or more 
district offices. 

Those are only a few of the benefits that will ultimately come, we 
believe, from the complete installation of the automatic data process- 
ing system. But, as I said, we are beginning now the installation of 
that system on a pilot basis in the Atlanta region and it will take us 
prota years to put it into full operation, there and of course, work 
out whatever “bugs” may develop, at which time we hope to then ex- 
tend it to the entire United States. 

The program will probably take a total of 8 to 10 years before it will 
be completely effective. We feel very strongly and the Bureau of the 
Budget feels likewise that the matter is indispensable and that it must 
come. We just want to do it as effectively as we can and make as few 
mistakes as we can. That is, as I said, a part of what we might term 
this 5-year plan. 

Getting back to the situation with respect to the expansion of our 
audit and related activities within the present framework of our 
operations—because please bear in mind as we develop this automatic 
data processing and until we are ready to put it into effect com- 
pletely—there is no alternative except to maintain a more or less 
duplicate processing operation and then when our automatic operation 
is ready to go into full effect, we can dispense with the duplicate 
bro operations. However, in the meantime, of course, we will 

ave scheduled far ahead so that there will be little or no reductions in 
force in those areas. 
AUDIT PROGRAM 


Our 5-year plan contemplates the expansion, first, in audit so that 
we can step up our audit program. It is my conviction, and I do not 
think there can be any real question about it, that we should expand 
our audit coverage. 

The figures that we have will indicate—and I might go off the record 
for a moment, Mr. Gary, and then such portion of this as you would 
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feel should go on the record we can add—but to give the committee a 
few figures which may be of help I would like to discuss it off the record. 

Mr. Gary. Very well. 

(Discussion off the record.) 

Mr. Latsam. I might add for the record that our program for 1961 
does contemplate an increased audit coverage. It also contemplates 
an increased coverage in the way of securing delinquent returns. I 
refer particularly, for example, to people who have not filed 941’s 
that is, employee withholding returns, who have failed to file excise 
tax returns, and so forth. We propose to step up as a result of the 
increased personnel in our processing and collection area our mathe- 
matical checks, many of which we have not been making but which we 
know would yield very handsome revenues. 

In addition, we propose to actually step up the collection of delin- 
quent accounts. ‘That is, we have on our books, as I said, about $1.2 
billion in that category, most of which is admittedly due just like a 
past due account at a department store. We must make every reason- 
able effort to get that money in. The older the account gets, the 
harder it is to collect. So, the additional personnel will step up in 
that area. 

PROCESSING RETURNS 


In the processing area which eventually, as I said, will be covered 
by our ADP program, we have divided it into what we call certain 
“must” operations, and certain priority operations. This item has 
been explained to the committee on occasions in the past, but to re- 
fresh your recollection, the ‘‘musts” are such things as opening the 
return, extracting the money and depositing it in the bank. The 
priorities have to do with the mathematical verification of the tax 
computations on the return, the checking information returns against 
the returns, and the estimates filed by the taxpayers and matters of 
that kind. 

We have not been able to do any substantial part of these various 
important priorities in past years. The new program constitutes a 
step-up so that we will complete not only the “musts” but to the 
extent humanly possible all of the priorities. 


ADDITIONAL PERSONNEL NEEDED 


As I have stated, as a part of this, we must build up supporting 
personnel in all areas associated with the enforcement areas. In par- 
ticular, our Chief Counsel needs additional people for the purpose of 
processing the work which he must do. Our technical organization 
needs additional trained people. I do not need to tell you that we 
cannot get any of these people off the street. We have to bring them 
in from colleges and schools and train them for a period of time before 
they are of real value to us. 

Furthermore, we do need desperately in certain areas a little better 
housing. We have very little in our budget for that purpose and we 
need a lot more. For example, we attended 2 weeks ago dedication 
ceremonies in Baltimore for a new building there. For years that 
Baltimore office has operated in seven different locations, and you can 
imagine the intolerable situations so far as our personnel is concerned, 
and taxpayers as well. In many parts of the United States we have 
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rooms in which taxpayers hold conferences with our people that you 
would be ashamed of. I know I am ashamed of them, and within 
reason we are attempting to build all of those up. 

As I said before, it is important that you bear in mind that our 
1961 request is geared to a long-range projection and, as a matter of 
fact, I believe special reference is made to this by the President in 
his budget message. But, nevertheless, while we want you acquainted 
with the 5-year program, as I said, it is a program the details of which 
are not unalterable. 

We expect to run tests each year with this increased personnel to 
see what the yield is. If we find that our estimate is wrong, our 
program can be cut back, and if inadequate, we can ask for more 
from subsequent Congresses. 


SUMMARY OF 5-YEAR PROGRAM 


Mr. Latuam. As I stated, the 5-year program contemplates two 
things: First, the development of our automatic data processing 
system which I have already referred to in some detail, and secondly, 
the increase in our present functional operations, with a buildup of 
personnel gradually over this period in all functional areas, includin 
supporting personnel and an increase in our audit coverage of all 
types of returns to what we think will be a reasonable percentage of 
the returns filed. This contemplates that by 1967, if what we pres- 
ently have in mind works out, and if moneys are provided for us by 
this and subsequent Congresses, we will have reached as reasonable 
an area of efficiency as we presently can contemplate. 

We feel also that the 5-year plan in terms of the revenue produced 
as compared with revenue expended will maintain a very substantial 
percentage in favor of additional income, and will compare very 
favorably to what we have heretofore submitted to this committee in 
terms of dollars of revenue produced. 


INCREASES REQUESTED FOR 1961 


Coming specifically, then, to our 1961 budget, the $28,750,000 
increase over 1960 breaks down into $18.3 million, roughly, which 
contemplates increases in our specific functional areas and involves 
2,760 permanent positions and temporary employment equivalent to 
725 full-year positions. 

I have here a breakdown which may be of some assistance to the 
committee which shows the functional areas, the costs and also some 
estimates as to the revenue which may be produced as a result of 
these activities, which we will be glad to hand to each one of you. 
In other words, this is a condensation of what appears in our budget 
presentation. You might note, for example, that at the top on the 
left-hand side we use the term “audit coverage” as designating an 
entire function. That, of course, breaks down into revenue agents 
who go into the field as well as our office auditors and supporting 
personnel, and when we talk of ‘‘average positions,” of course we 
mean man-years realized, and so on down to the bottom on the first 
column. 

You see the 2,760 permanent positions and the total average posi- 
tions of 2,896 which includes the realized temporary as well. Then, 
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it is broken down in turn as to cost and with respect to promotions 
under the blue ribbon within-grade increases and related matters. 

Mr. Gary. What are the temporary positions? 

Mr. Latuam. Those are primarily during our filing periods. We 
try to build up in various areas trained personnel who will want to 
work for a few weeks during our filing periods and they then are 
already on the civil service rolls and come right back to us and we 
do not have to go in and get them on the rolls again. It is very 
important to have these trained people available and they are used 
for other purposes, too. 

Do you want to make any comment on that, Mr. Loeb, or do you 
think it is necessary? 

Mr. Logs. No, sir. 

Mr. Gary. Without objection, we will insert in the record at this 
point the summary statement of increases requested in the budget 
estimates for the fiscal year 1961 over the appropriation for 1960, 
which has just been presented by the Commissioner. 

(The statement referred to follows:) 
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NUMBER OF EMPLOYEES, 1945-61 


ck Gary. Now, Mr. Commissioner, I would like to have some 
tables. 

Could you furnish us with a table showing the number of employees 
in the categories shown in this table which you have just presented as 
of June 30, 1946, through 1961? 

Mr. Latuam. The permanent employees in these functions on our 
rolls on those dates? 

Mr. Gary. Yes, sir. 

Mr. Latuam. Yes; wecan. We do not have it with us, but we can 
provide it. 

Mr. Gary. Yes; I understand. 

(The table requested follows:) 


INTERNAL REVENUE SERVICE 


Comparative statement of permanent employment fiscal years 1945-61 (on rolls at 
end of year, 1945-61) 






































Other Total 
Revenue | Revenue| Office Special | enforce- | enforce- All 
Fiscal year officers | agents | auditors | agents ment ment others Total 
person- | person- 
nel! nel 

4,401 2,000 357 4, 380 19, 905 29, 909 49, 814 
7, 904 2, 599 1, 244 4, 790 27, 849 31, 844 59, 693 
7, 435 1, 889 1, 067 4, 686 25, 854 26, 976 52, 830 
6, 298 2, 067 1, 006 4, 071 21, 464 30, 679 52, 143 
6, 962 2, 492 1, 163 3, 649 22, 964 29, 302 52, 266 
7, 705 3, 194 1, 283 3, 840 26, 196 29, 355 55, 551 
8, 147 3, 296 1, 251 3, 795 27, 123 30, 672 57, 795 
7, 815 3, 278 1, 218 3, 593 26, 204 29. 166 55, 370 
7, 601 3, 064 1,210 3, 678 24, 627 28, 836 , 463 
210, 605 2, 430 1,277 3, 646 24, 835 26, 576 51, 411 
11, 255 2, 135 1, 559 3, 668 24, 202 26, 479 50, 681 

0, 862 2, 127 1, 549 3, 658 23, 856 26, 452 50, 
5, 10, 822 2, 137 1, 542 3, 718 24, 001 26, 796 50, 797 

5, 10, 510 2, 095 1,470 3, 725 23, 276 , 558 49, 
1959 5, 10, 171 2, 003 1, 423 4, 087 22, 856 25, 116 47, 972 
1960 (estimate) - 5, 492 10, 500 2, 230 1, 455 3 6, 268 25, 945 , 497 49, 442 

1961 (estimate) - 5, 847 11, 252 2, 698 1, 498 6, 600 27, 895 24, 52, 








1 Includes alcohol-tax inspectors, alcohol-tax investigators, storekeeper-gaugers, and tax examiners. 

2 Approximately 3,000 former deputy collectors who had been auditing tax returns were reclassified rev- 
enue agents in the reorganization of the Service. For comparative purposes, they should be included with 
audit personnel in prior years. 

+ Includes tax examiners positions which replace positions included in former years under ‘‘ All other.” 


DEFICIENCY ASSESSMENTS, 1945-61 


Mr. Gary. Will you please, in addition, place in the record at this 
point a table showing the deficiency assessments for the years 1945 
through 1961? 

Mr. Latuam. Mr. Chairman, would you like those broken down 
into various categories, because the term normally includes additional 
een based upon office audit, revenue agents, and that sort of 
thing? 

Mr. Gary. Yes; we would like to have that. What I would like to 
have is only the increases as a result of your audits. In other words, 
we know that there has been a tremendous increase in the amount of 
taxes collected for various reasons. The increase in rates from time 
to time would be included, and other increases, but what I am trying 
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to get at is the increased assessments that have resulted from the 
auditing of the Department. 

Mr. Latuam. Now, we have here—which has just been handed me 
by Mr. Harding—additional assessments in thousands of dollars for 
each year since 1944, based upon audit. 

I believe, if you would glance at that column, Mr. Chairman, that 
may be exactly what you want. 

Mr. Gary. That will take care of it. 

Mr. LatHam. The first column is “Additional assessments based on 
audit,’”’ and the other has to do with the other items. 

Mr. Gary. This should give us the information we want, except 
that I notice this is through 1959. 

Mr. Latuam. Through fiscal year 1959. That is all the records we 
have available at this time, of course. 

Mr. Gary. I wonder if you could add to this the estimates for 1960 
and 1961? 

Mr. Harpina. Yes, sir. 

Mr. Gary. Give us another column showing the estimates and show 
that they are estimates. 

Mr. Harpine. We will just add those on to the bottom. 

Mr. Gary. That will be fine. 

Mr. Latuam. We will be glad to do that. 

R- Gary. Then, that table will accompany the one on the em- 
oyees. 

(The table referred to follows:) 


Additional tax resulting from enforcement efforts, 1945-61 
[Millions of dollars] 





Additional tax ! 





Fiscal year Total, 
excluding | World War 

World War II excess 
II excess profits tax 
profits tax 















































1960 (estimate) - -. 
1961 (estimate) 











_ 
= 
' 
' 

> 0 

ee ee 














1 Consists of additional tax, interest, and penalties assessed as a result of audit, tax increases resulting from 
mathematical verification, and tax and penalties on delinquent returns secured. The World War II excess 
profits tax, with its high rates, invalidates an historical comparison of the total additional tax and for this 
reason it is shown separately for the years 1945 through 1953. After 1953, separate — are not available, 
but the excess profits tax has declined to the point where it is of no current significan 

2 These estimates are $164,000,000 over the estimates set forth in the budget Socument. As @ ee in 
the budget (p. hae! it was originally estimated Gg y 1959) that the additional assessments in ear 1960 
would be less than in fiscal year 1959 because of the abnormal number of old, large cases closed in the 1 latter 
year. However, actual results for the first 7 months of fiscal year 1960 are $164,000,000 over the original 
estimates. Since we have no reason to anticipate a falloff in the last 5 months, the estimates for 1960 and 
1961 have been revised upward by the amount of the increase actually realized in 1960 to date. 
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Mr. Gary. Off the record. 
(Discussion off the record.) 

Mr. Latuam. Now, I just have a very short additional statement 
with respect to our 1961 estimate that I might add for the record: 

I pointed out that $18.3 million of the increase was for the increase 
in personnel in these enforcement and other areas. We do expect, as 
will appear from the tables subm'tted, to make some 200,000 addi- 
tional audits in 1961. We expect—although those people that we 
hope to add will not reach full production in 1961—to have an ex- 
tremely handsome yield from these additional expenditures within 
the year 1961 which shows on the table. I might add that we believe 
that that table is extremely conservative. 


POSITION REALLOCATION 


Now, the balance of the increase is, in effect, divided roughly, $4.4 
million for position reallocations under our blue-ribbon program which 
has worked so effectively ; $2.2 million for within-grade promotions 





BLUE-RIBBON PROGRAM 


Mr. Gary. Will you state briefly what the blue-ribbon program is? 

Mr. Latuam. This program was placed in the service about 3 or 
4 years ago. Up to that time we, more or less—I will not say it was 
as bad as that—posted applications for positions on the post office 
boards along with the “wanted” signs. We did not really have a 
scientific approach. So, the new program contemplates adequate 
recruitment of competent people, an adequate training program as an 
integral part-of it, and the careful screening-of these: people during 
certain periods to make sure that they have a potential for advance- 
ment and, then, finally making sure that the work is availabile which 
they can do within the job classifications established by the Civil 
Service Commission. 

In order to get these good people—and, as I say, we recruit them 
right out of colleges just like the big corporations do, and we do not 
need to be reluctant to compete with business so far.as places in career 
service for the internal revenue people are concerned. 

In effect, we suggest to these people when they come in our audit 
program in particular—and we have more than 10,000 revenue agents, 
as you know—that while they may come in at, say, grade 7, if then 
at the end of 6 months of training if they show potential, they will go 
to grade 9, and then after a year and one-half to 2 years, assuming 
that they again develop, they can go to what we call a “journeyman 
grade” which is the grade 11, and then from then on they are, in effect, 
on their own. 

The point is that the program contemplates people of the caliber 
to reach a greater limit within 2 or 3 years after they join us. The 
same thing has been applied in other functional areas like revenue 
officers, and is now being adapted to our office audit program which is 
increasingly important. This is an expensive program. We make 
sure, however, that the people understand that it is not an automatic 
escalator for advancement. You just do not sit on your hands and 
automatically go up, but it gives trained personnel of high caliber 
who remain with us a better opportunity and will decrease our attri- 
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tion rate which, as already mentioned, indicates that it is working. 
But, I do say that it is expensive, and I might also add that we have 
not been able to comply fully because of budgetary limitations with 
respect to certain inducements that have been held out to our new 
people. We want to comply to the fullest extent possible with these 
inducements so that we can keep these people happy, because that is 
indispensable. Is that what you want to cover, Mr. Chairman? 
Mr. Gary. Yes; thank you. 


OTHER INCREASES FOR 1961 REQUESTED 


Mr. Latuam. Then, as I said, we have $2.2 million for noncon- 
trollable within-grade salary advancements and $3 million for our 
estimated share of contributions under the employee health insurance 
plan authorized by Congress at the last session, and about $1.3 million 
to correct further deficiencies—that which we think prevents the 
most efficient use of our staff. 

That $1.3 million breaks down, in effect, to certain broad items 
which I will mention briefly: 

One item has to do with—and the largest one of $400,000—in- 
creased printing costs. Primarily, that is paper cost which was not 
contemplated by anybody in Government, and over which we have 
no control, and the balance of it is for travel funds, communication 
services, and miscellaneous items that we think are indispensable to 
the balanced program which I have attempted to emphasize as we 
have gone along. 

EMPLOYEE MILEAGE ALLOWANCE 


Now, we also have in the budget $1 million for an increase to 10 
cents a mile on mileage for our employees. I should state that we 
gave that very Ptr consideration, and the Bureau of the Budget 
as well, and examined other agencies in Government, and the amounts 
they pay their people. 

We find that as this committee undoubtedly knows, that these 
mileage allowances vary within departments substantially, and of 
course that the proper allowance depends upon the total a used 
per year. The difficulty with our situation is that most or practically 
all of our people travel less than, we will say, 10,000 miles a year, and 
it is only when you get over that figure, according to studies made by 
the Bureau of the Budget, and by business generally, that you get 
into an economic mileage cost. So, we felt that it was necessary 
particularly in view of the fact that Congress entertained at the last 
session as you know the thought of increasing the allowable mileage 
to 12 cents. 

I do not know whether that will become law or not, but our request 
is not contingent upon that but that we should attempt to equalize 
the mileage allowance for our people who do have to travel throughout 
the United States. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Latuam. Now, that in effect makes up the total of the $28.75 
million which added to our last year’s budget gives us the estimate 
this year of $393 million. 

Now, if we can, we will attempt to answer any questions that may 
occur to you. 
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TAXES DUE ON GRACE ESTATE 





Mr. Gary. I have here a clipping from this morning’s paper which 
announces that a $5.9 million tax lien was filed on the Grace estate. 
It says: 

The Internal Revenue Service today filed a $5,990,648 income tax lien against 
the estate of Bishop C. M. (Daddy) Grace. 

Can you tell us something about that? 

Mr. Laruam. Yes. We have had him under examination for quite 
a period of time, and we were just about to proceed against him 
through normal channels when he died. 

The problem with us has been as to whether or not he was really 
operating a legitimate church and whether or not there was any 
organization set up which could carry on his announced aims or 
whether this was, in fact, an individual enterprise in connection with 
which he surrounded himself with various people. 

We found that he had bank accounts in various parts of the United 
States. There was complete confusion as to what the moneys with- 
drawn were to be used for. 

We also find that he has very substantial real estate holdings in 
various parts of the country, likewise carried in certain names. 

The question as to whether or not a legitimate church organization 
was being conducted and secondly as to whether or not these funds 
belonged to the church or to him was the subject of litigation in the 

ast. 
7 Since there would now be no assurance that these funds would be 
maintained intact for the protection of the Government, we felt that 
these jeopardy assessments were essential. They will not throw any- 
one out of work. They should not interfere with any continued con- 
duct of any legitimate activity which he may have had. 

Mr. Gary. You have filed a lien against all of these funds that 
belong to him? 

Did he file any returns at all? 

Mr. LatHam. Yes; he did. He filed certain returns and those re- 
turns were under audit for periods going back as far as, I believe, 1945. 
Is that correct, Mr. Loeb? 

Mr. Logs. That is correct. 

Mr. Latuam. That is, with a view to determining their accuracy. 
He included in those returns only nominal amounts. 

Mr. Gary. How did he classify it, as salary? 

Mr. Loss. I do not recall the extent to which he classified the 
income. The primary question, as we saw it, was whether or not this 
income belonged to him or whether he was holding it as trustee for a 
church. The Board of Tax Appeals had to go into this question some 
years ago and had determined that he was not operating a church but, 
rather, a personal business, and this was one of the questions that was 
involved. 

Mr. Gary. Did he die testate? 

Mr. Loss. He did die testate. 

Mr. Latuam. He had a will in which he left, according to the 
newspaper stories, some $70,000 which he claimed to be his own, 
to certain of his heirs, and the balance he left to the church. 

Mr. Gary. He did not try to will the funds in these accounts, 
then, to his family? 
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Mr. LatHam. We have not yet seen the will, but we have seen a 
newspaper account of the fact that he did leave a will. 

Mr. Latuam. Off the record. 

(Discussion off the record) 


TAX ASSESSMENT AGAINST SPECIAL HIGHLY PAID PERFORMERS 


Mr. Gary. Mr. Commissioner, this case raises the question that 
we have discussed on several previous occasions with reference to the 
special cases of boxers, baseball players, and various performers, 
against whom you have no withholding tax. We have previously 
discussed the Joe Louis case on several occasions. What are you doing 
to check those assessments while those people are at the height of their 
earning power? 

Mr. LatHam. Well, there are two problems there, Mr. Chairman: 

The first has to do with these professional fighters, and people of 
that type. AsI told you last year, the only remedy presently provided 
by law—and it is lodged with the Commissioner—is to terminate a 
taxable year at a given time and then, in effect, levy on his purse. 
Now, we have tied up the purse of Sugar Ray Robinson, which is still 
tied up in New York City. But, we are very reluctant to do that in 
many instances. 

Legislation has been suggested and it has been under study by us 
and it has been under study over in Treasury to find out if there is 
any other means of accomplishing this purpose, and nobody has come 
up with an acceptable, workable plan as yet, although we are acutely 
aware of the problems involved. As a part of that area, we have it 
constantly—we do not have it so much any more, but we did have 
it—under study with reference to the people in the motion picture 
industry who received large sums. Of course they now have with- 
holding, but it is often inadequate, which takes care of part of it. 
However, these people just spend money with reckless abandon and 
take care of all their “hangers-on” and they did not have any means 
afterward with which to pay their tax liabilities. 

Frankly, we have not been able as yet to solve that problem with 
respect to people in the motion picture industry who are receiving 
monthly salaries and with respect to whom the withholding is inade- 

uate. 
’ When you get to people like Daddy Grace and when you get into 
other areas, it is impossible to make a definite determination that will 
last year after year. You may make a determination for a given year 
or years, and perhaps litigate it as we have in the a but that gives 
us no protection so far as the future is concerned. Each year must 
necessarily stand on its own bottom. 

Now, Y might add also that the Joe Louis case has finally been 
disposed of. 

Mr. Gary. It has been? 

Mr. Latuam. Yes, sir. We have gotten all we could possibly get 
from Mr. Louis, leaving him with some hope that he can live. e 
cannot make any large amount of money. His earning days are over. 
We did not get by any manner of means what he owed us. We have 
gotten that Naa of us. It is a very difficult area, and we are con- 
stantly working on it. 

Mr. Gary. It is difficult. 
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Did you hold up Sugar Ray Robinson’s last purse? 

Mr. Latuam. I do not know whether we did this last purse or not. 
Probably not, because Sugar Ray has paid. The real problem with 
his first purse was not because he had not heretofore been paying—he 
is a pretty acute businessman—but because he advanced a technical 
point of law affecting his actual liability, we felt that while that issue 
was being determined that we were better off to put a stop on that 
particular purse. 

Mr. Gary. Is not one of your great troubles among the motion 
picture people and other performers who have high earnings for relative 
short periods of time due to the fact that they claim certain deduc- 
tions and then later on when you examine their returns you disallow 
some of their deductions and by that time their earning capacity has 
so decreased that they do not have sufficient funds left with which to 
pay the additional assessments that are placed against them? 

Mr. Latuam. That is true, plus the fact that even if their earnings 
continue, the rates are so high that they could not save enough out of 
their current earnings to pay their current liabilities and their past 
liabilities as well. So, it is a two-edged problem. 

We have, however, made great strides in attempting to make clear 
to these motion picture people what items are deductible. You see, 
they do not have the money. They have spent it, and then we have 
to come along and disallow, as you said, these deductions, they do not 
have anything left with which to pay it. 


COOPERATION WITH STATES IN ADMINISTERING TAX PROGRAMS 


Mr. Gary. What portion of the workload of the Internal Revenue 
Service lies in tax areas where various State agencies also operate, and 
what is the extent of cooperation with State agencies in administration 
of such tax programs? 

Mr. Latuam. As I recall it, some 33 States have income tax laws. 

We do not have available any figures which would give the total 
collections that we have from those States as compared with our total 
eee the United States, so it is pretty difficult to arrive at a percentage 

asis. 

I would say they do, in general, fall within our most populous and 
richest States, so to that extent there is a substantial duplication. 

Many of the States, as you know, simply take over our laws prac- 
tically intact and apply our determination methods in fixing State tax 
liabilities. 

You also know, of course, that the State income tax is deductible in 
determining Federal tax. So much for that phase of it. 

The question of cooperation involves this: That by law presently 
we are authorized to enter into agreements with various States for the 
free exchange of information. We have a number of such agreements 
in writing. 

We also work informally with many other States in the exchange of 
information. California, for example, is one. We are improving our 
program with the State of New York which is going into a mechanized 
operation. 

The States will give us the information they have with respect to 
deficiencies. We can compare that with ours. We can also furnish 
them information as to deficiencies we propose. In other words, the 
program is working well and we hope to expand it. 
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(Discussion held off the record.) 

Mr. Gary. What is the potential for expansion of such enforcement 
in terms of effectiveness and economy for both the Federal and State 
agencies? 

Mr. Latruam. We have a group in our national organization who 
devotes its energies in attempting to work out appropriate agreements 
with the various States. 

We are expanding it as rapidly as we can, but it has been a little bit 
slow primarily for the reason that most States are not adequately 
manned or staffed to be of much assistance to us. We have to be 
careful lest it becomes a one-way street and we find ourselves devoting 
a great deal of time, money, and energy with no return to us what- 
soever. 

We do not demand an exact quid pro quo, but to justify the expendi- 
ture of substantial sums we have to be able to get something. 

What we are attempting to do with those States is to help them 
develop types of information that will be of assistance to us. 

Mr. Gary. What would be the possibility of tieing in this new 
process you have in operation with the States? 

Mr. Laruam. I will ask Mr. Harding who has been in charge of 
automatic data processing planning and research. 

Mr. Harprina. I think there is a great deal of potential here. Asa 
matter of fact, we are already in the State of Kansas exchanging some 
IBM ecards. Kansas has a mechanized system of sorts. We have 
done some exchange of cards with that State. 

Just last fall we had a meeting in New York with the New York 
State tax commissioner. As the commissioner mentioned, they are 
becoming highly mechanized. The Tax Commission of the State of 
New York is particularly interested in getting into an exchange of 
cards or magnetic tape with the Internal Revenue Service soon. « We 
hope to integrate our new system with that of the States in some 
fashion to maximize such exchange. 


TAX STAMP SAVINGS 


Mr. Gary. What possibilities are there for additional savings 
similar to those realized in connection with the conversion for revenue 
stamps to the return basis during fiscal 1961? 

Mr. Latuam. Speaking specifically of stamps, the only thing left 
with respect to which stamps are presently used are playing cards and 
documents. There is not enough involved in the playing card field 
to make it worth while to work something out. So far as documents 
are concerned there is no way in the world we can do it,except, by 
continuing as we are. 

The answer in that specific area is little or none. 

Mr. Gary. Will you state what the dollar savings amount to in 
1960 and should amount to in 1961 from this conversion? 

Mr. Latuam. We figure that the stamps alone will save us approxi- 
mately $1.4 million to $1.5 million, the cost of producing these stamps, 
without, I believe, any offsetting additional cost to us from this 
procedure. In effect we expect about a million and a half saving 
year after year minimum. 

Mr. Gary. That is annually? 

Mr. Latuam. Yes. 
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Mr. Gary. Off the record. 
(Discussion held off the record.) 


WORKLOAD TO BE PROCESSED IN 1961 BY PILOT COMPUTER CENTER 


Mr. Gary. What workload will be processed by the computer 
center to be operated on a pilot basis in 1961? 

Mr. Latruam. By 1961 there will be little or none of the actual 
workload processed there because we will be engaged in setting up 
the operation. 

We will begin, however, I believe in the latter part of 1961, to put 
on tape the business returns. 


PROCEDURE IN SETTING UP THE DATA PROCESSING SYSTEM 


To explain a little more in detail, in these service centers that we 
will set up, notably the one in the Atlanta region, we will have what 
we call peripheral equipment. The first step is to put on tape the 
details with respect to the various returns which are the subject of 
an audit or processing; that is, the name and address of the taxpayer, 
his number, the year involved, and so forth. 

Then we will gradually, and it will take us a couple years or more, 
get all the taxpayers in the area, individuals, corporations, and so 
forth, on these tapes. 

The next step will be to set up somewhere in the United States 
what we call a computer center. This computer center, when de- 
termined upon, will operate for the entire United States. As these 
tapes are developed in the various regions they will be sent on to this 
computer center. 

Then as information is needed, in the region or some place else with 
respect to a particular taxpayer, they simply call on the computer 
center to supply it, so that until we get ready, until we complete the 
change, that is, until we have all the taxpayers on the tape, the 
processing in the Atlanta region will continue as at present. 


SAVING FROM PILOT PLANT FOR AUTOMATIC DATA PROCESSING SYSTEM 


Mr. Gary. What offsetting reductions in work performed in other 
parts of the revenue system will there be in comparison with the cost 
of $1,637,000 for this pilot operation? 

Mr. Larnam. For the current year 1961 there will be no offsetting 
reductions, because, as I said in my opening statement, our present 
processing will have to continue as is, so the $1,600,000 is what you 
might term a capital investment in connection with the long term 
automatic data processing program. 

Mr. Gary. When do you expect it will begin to pay off? 

Mr. Larnam. In about 1965, or perhaps 1964, when we hope to 
complete the installation in the Atlanta region and have it fully 
operational. Nationwide it will not begin to pay off until probably 
1967 or 1968. 

Mr. Gary. This $1,637,000 for the pilot operation is just for the 
cost of the Atlanta operation? 

Mr. Latuam. Only in connection with the Atlanta operation. 

Mr. Gary. There will be additional outlays as you extend it to other 
areas? 
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Mr. Latuam. That is correct. There will be not only additional 
outlays as we extend it within the region itself but further additional 
outlays as we extend it to other regions throughout the United States. 

I might add, so the record is clear, that we do not expect this will be 
nonrevenue producing forever or for any length of time. The moment 
we get it operational, then we expect that the minimum will be that 
it will pay for itself; but because we have no background, and it is 
entirely new in Government, we are not going to project any big 
yield per dollar as we can safely with respect to additional enforcement 
personnel. 

We do believe that the moment we get it on tape and operational 
even in the business return area, that as a result of the checking and 
ee that will turn up by way of delinquencies, it will pay for 
itself. 

WORKLOAD ESTIMATE FOR THE TAX COURT 


Mr. Gary. How does the Internal Revenue Service’s estimate of 
workload before the Tax Court compare with the estimates provided 
by the Tax Court itself? 

Mr. Latuam. I do not believe I can answer that, Mr. Chairman, 
because I do not have at hand any estimates of the Tax Court itself. 

Does anybody here have the estimates? 

(Discussion held off the record.) 

Mr. Latuam. There should be little or no variance. 

Mr. Gary. We had the Tax Court appear before us. There appears 
to be some variance and that is what we are trying to get at, to find 
out whether there is a reason for it. 

For example, you estimate a minimum of 7,000 cases to be disposed 
of in 1961. 

The Tax Court estimates that 6,000 cases will be closed in 1961, so 
there appears to be a variation of 1,000 cases in the two estimates. 
We were wondering as to the reason for it. 

Mr. Sprece.. I wonder if that 7,000 estimate includes court of 
——— cases. ; ae _ 

Mr. Latuam. That figure is under litigation as a total, is it not? 
It says 7,000 including courts of appeal and the Supreme Court. That 
can account for part of the discrepancy. 

Mr. Gary. Will you simply straighten that out at this point in the 
record and give us the information? 

(The information requested follows:) 

The Tax Court has estimated a disposal of 6,000 cases for the fiscal year 1961, 
while the Service has estimated a disposal of 7,000 cases for this period. This 
discrepancy in estimates may be explained as follows: 

In our estimate of 7,000 cases we have included between 300 and 400 appeals 
from Tax Court decisions to the courts of appeals and certiorari to the Supreme 
Court on which work is performed by lawyers in the Chief Counsel’s office. The 
Tax Court figures apparently do not include such cases. 

The remaining difference of between 600 and 700 cases is accounted for by our 
anticipation of increased personnel to work on Tax Court cases. With increased 
personnel our lawyers will be able to devote more time to the settlement of cases. 
It is important in the disposal of Tax Court cases that we have sufficient personnel 
to endeavor to dispose of cases by settlement and without trial since the Tax 
Court is limited in the number of cases it can hear and decide during a gi\ en year. 
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POSITIONS REQUESTED TO PERFORM FUNCTIONS RELATING TO THE TAX 
COURT 


Mr. Gary. Are any additional positions being requested for 1961 
to perform functions related to the work of the Tax Court? 

Mr. LatHam. Yes. That would fall really into two categories. 
There is the appellate activity which works with our counsel, in con- 
nection with cases before the Tax Court. It would also involve the 
Chief Counsel’s Office personnel which is charged with the trial of 
the cases. 

So far as the appellate is concerned, this chart I have given you 
indicates that we contemplate 101 new positions and 74 man-years 
for actual technical advisers and 57 man-years for administrative 
and supporting positions. 

I should make it quite clear that that is not all Tax Court, because 
appellate functions in connection, both with respect to cases before 
a petition is filed with the Tax Court and after a petition is filed. 

I do not believe we have a breakdown on technical people so far 
as the Tax Court alone is concerned. It would be almost impossible 
to make a proper allocation there. 

However, we do contemplate additions for that purpose, plus, I 
believe, some 50 additional attorneys for 1961 in the Office of the Chief 
Counsel, a large portion of whom will do the trial work before the 
Tax Court, and the balance will be apportioned among other activities 
of the Counsel’s Office. The attorneys actually are 53, with 46 
manh-years, and supporting positions are 40 with 32 realized man-years. 

Mr. Gary. Apparently 49 additional lawyers are being requested 
for the Tax Court work according to your records. 

In the event those 49 lawyers were to become available to the 
Revenue Service for Tax Court litigation, would the Tax Court be 
able to assume the additional workload generated by these attorneys? 

Mr. LarHam. We believe they would. I think Mr. Spiegel might 
want to add to my answer. First let me give you my views. 

That does not mean they will actually try cases. It means that 
their most important function will be to work out settlements short 
of trial, and the great bulk of our Tax Court cases are settled. As 
2 matter of fact, we try only 700 or 800 cases a year before the Tax 

ourt. 

Do you have anything to add to that, Mr. Spiegel? 

Mr. Sprece,. The Commissioner’s answer was exactly the answer 
I would give. Adding this number of lawyers does not mean we will 
be trying proportionally more cases. What it means is that we 
hope we can get into these cases, work them out, and settle them out 
before they ever get on the court’s calendar. There will be some 
residue that will have to be tried, but our experience has been that 
we can dispose of these cases once taxpayers know they are going to 
trial. We would like to be able to work the cases earlier, and we 
think we can. 

Mr. Laruam. Conceivably, it might even reduce the number of 
actual trials and we would have more personnel to work out settle- 
ments with taxpayers. 

That is perhaps too optimistic an approach, but it could work that 
way. 
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INTEREST ON CASES IN LITIGATION 


Mr. Gary. Does interest against the Government run until each 
case has been finally disposed of in all cases or only in those cases 
settled against the Government? 

Mr. Laruam. Talking about Tax Court cases? 

Mr. Gary. Yes. 

Mr. Latuam. Or refunds, interest against the Government? 

Mr. Gary. Yes. 

Mr. Latuam. That breaks down into two classes. By law, refunds 
made in connection with overwithholds—that is, current returns— 
bear interest after May 30, so any refunds we can make between the 
filing date and May 30, bear no interest. 

After that we pay interest at 6 percent until the case is certified for 
refund, and that also applies to all other types of refunds. Generally 
it ends within 30 days before the certification. 

Mr. Gary. The question is whether the interest against the Govern- 
ment runs until each case has been finally disposed of in all cases or 
only in those cases which are settled against the Government. 

Mr. Latuam. Each case stands on its own bottom in determining 
interest. I don’t know that I quite understand the question. 

(Discussion held off the record.) 

Mr. Latuam. Generally, the Government charges interest on an 
underpayment of tax from the date the tax was due until the date the 
deficiency is assessed ; and it pays interest on an overpayment from the 
date the payment was made until a date 30 days or less before the 
check is issued. There are, of course, several exceptions to this gen- 
eral rule, for example, cases involving net operating loss carrybacks in 
which by law interest is not computed from the actual date of the 
overpayment but from a later date. 


RELATION OF TAXPAYER CONFERENCES AND APPEALS TO THE TAX COURT 


Mr. Gary. How is the handling of taxpayer conferences and 
appeals related to the work of the Tax Court? 

Mr. Laruam. We have what we call an appellate organization. 
That is more formal than the informal conference procedures which I 
discussed earlier this morning. 

When a case is docketed before the Tax Court the practice is for 
our appellate staff, working with the Office of the Chief Counsel, to 
attempt to dispose of the case by agreement with the taxpayer 
before the case comes on for trial, the aim being to lighten the burden 
of the Tax Court. 

That conference continues right up until the case is called on the 
calendar. As a matter of fact, generally I would say from 75 to 90 
percent of the cases which the Tax Court may docket for hearing in a 
particular city at a particular time are settled by agreement between 
the time the calendar is announced and the time the Tax Court begins 
sitting or during the course of its sitting, so a relatively small propor- 
tion of the cases which are docketed are eventually tried. 

Mr. Gary. We will recess now until 2:30. 
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AFTERNOON SESSION 





POSITION REALLOCATIONS 


Mr. Gary. The committee will come to order. 

Mr. Latham, how do position reallocations effected during fiscal 
years 1959 and 1960 compare with the projected reallocations in the 
budget submitted for those years? 

Mr. Latuam. I cannot give you that in detail. I assume you mean 
the application of our so-called blue ribbon program. 

Mr. Gary. Grade-to-grade promotions. 

Mr. Hume. I do not have it. I will supply it for the record. 

(The information requested follows:) 


Number and cost of position reallocations, fiscal years 1959 and 1960—Comparison 
of actual 1959 and financial plan 1960 with budget for respective years 





Number of First-year 
position re- | Annual cost cost 
allocations 





Fiscal 1959: 


6, 823 $3, 189, 620 $2, 126, 215 
9, 579 3, 781, 781 902 


3, 695 2, 193, 173 1, 587, 544 
6, 023 4, 163, 057 1, 969, 793 


1, y 

















1 Based on analysis of personnel actions. 


Note.—The decrease in separations (referred to by Commissioner in opening statement) required a re- 
vision in promotion planning under our blue ribbon program. We have a commitment to many of our 
recruits to move them up the grade ladder to the journeyman level as they gain experience and attain speci- 
fied qualifications. Based on prior experience we expected to be able to accomplish a fair portion of these 
grade promotions simply by moving employees to higher grades vacated for one reason or another. With 
the reduced turnover these openings did not become available to the extent contemplated and it became 
necessary to finance more than the planned number of promotions, 


Mr. Latuam. I might add that we do expect to spend more money 
in 1961 for those purposes than we have in prior years, regardless of 
additions to our staff. 

Mr. Gary. What is the total annual salary cost in 1961 of the posi- 
tions reallocated in 1960? 

Mr. Latuam. You are not talking about the additional salary costs, 
but the total salary costs? 

Mr. Hume. It would be just about twice the amount shown here 
[indicating]. In other words, most of this year’s promotions are 
averaging on a 6-month basis. 

Mr. Gary. Will you supply that information for the record? 

Mr. Hume. Yes. 

(The requested information follows: ) 


The cost in 1961 for full annual cost of position reallocations planned for 1960 
is $4,163,057. 


Mr. Gary. That will be a built-in cost annually from then on, will 
it not? 


Mr. Hume. Yes. 


REDUCTION OF DIFFICULT CASES 


Mr. Gary. How much will the inventory of tough accounts be re- 
duced under the program of selecting and assigning higher caliber 
revenue Officers to difficult cases? 
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Mr. Latuam. We cannot tell you exactly but we do hope that the 
reduction can average from 10 to 15 percent per year. Is that a fair 
statement of your aims, Mr. Loeb? 

Mr. Loss. Yes. 

Mr. Latuam. As I said this morning, the tougher they get the 
harder they are to collect. 


PROMOTION OF CLERICAL AND SECRETARIAL PERSONNEL 


Mr. Gary. What is the cost of grade-to-grade promotions in the 
clerical and secretarial positions, and how are such promotions re- 
lated to the career development program of the Internal Revenue 
Service? 

Mr. Latuam. Are you talking about 1961? 

Mr. Gary. Yes. 

Mr. Hume. It would mean adding together figures for each activ- 
ity. We have that set forth, by activities. I can do it now or put 
it in the record. 

Mr. Gary. Put it in the record? 

Mr. Humes. Yes. 

(The requested information follows:) 

The cost included in the 1961 budget for position reallocations of clerical and 
secretarial personnel is $160,711. 

Mr. Gary. The promotions in the clerical and secretarial positions 
are not under the blue ribbon plan, are they? 

Mr. Latruam. We consider the blue ribbon plan applicable to all 
employees however the journeyman concept, as discussed in connection 
with revenue agents and other technical categories does not apply 
to these. We try here to maintain the program of the Civil Service 
Commission for these job classifications. There are certain rigid 
limitations, as you know. We have one situation where Civil Service 
itself has reclassified many of those positions. We, of course, are 
required to meet those reclassification standards on a pay basis. That 
is added to some of our costs, but we will meet them. 

Mr. Gary. Will you supply those figures for the record? 

Mr. Latuam. Yes. 


REALLOCATION OF POSITIONS 


Mr. Gary. Why will the reallocations of the national office staff and 
administrative staff positions cost more money in 1961? 

Mr. Latuam. I will ask Mr. Hume to reply if I am wrong. My 
understanding is the principal reason is these people have moved into 
higher classifications under civil service job classifications so they have 
increased grades. We do expect to add to the national office staff a 
certain number of these supergrades that were granted to us by Con- 
gress the last session that I mentioned this morning. 

Mr. Gary. What is the purpose of those? 

Mr. Laruam. Those are for people who have been doing grade 16, 
17, or 18 work, but have been in a lower grade. The grades simply 
were not available for them. As an example, the assistant division 
directors in Mr. Loeb’s function of operations should all be supergrade 
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positions. Those have not been available up to now for everyone. 
We will have them available as the new supergrades come in. 

Mr. Gary. It is really another name for a promotion program? 

Mr. Latuam. That is correct. 

It is a reallocation within grades. That is not strictly a part of our 
blue ribbon program. That really goes to grade 11 in a particular 
activity. 

Mr. Gary. How is this related to an improved Revenue Service? 

Mr. Laruam. In that we are able to maintain these people on our 
rolls, plus the fact that they are doing work which justifies the grade 
to which they will go. 

One of our problems is to maintain these people on our rolls as 
career employees and without adequate pay we simply cannot do it. 


TEMPORARY CLERICAL PERSONNEL 


Mr. Gary. How many temporary clerical employees will be used 
in verification of tax computation work and for how long a period will 
they be employed? 

Mr. Hume. I could not say how many will be employed in tax 
verification as opposed to the other priority items. 

Mr. Fox. We use the temporary employees on a number of items. 
I do not think that we would have any statistics showing a breakdown 
among priorities. 

Mr. Laruam. It might be very difficult to break that down. That 
is a part of each return and it is hard to tell how much time an employee 
will spend on that particular activity. 

Mr. Gary. Can you give us some information as to the total 
temporary employees? 

Mr. Larnam. Yes. 

Mr. Gary. And for what length of time they are being employed? 

Mr. LatHam. We can give you figures as to the total contemplated 
temporary employees for the fiscal year 1961 right now. 

Mr. Hume. The addition of 559 man-years would probably result 
in putting on between three to four times that number for about 3 or 4 
months. Already we have started putting them on. We began hiring 
about the middle of January and will build up to a peak about April 
15 and then slide off rather rapidly, so they will virtually all be gone 
by the first of June. So we figure between three to four times the 
number of people for the man-years which averages between 3 and 
4 months’ employment. 


LAST MAJOR CHANGE IN TAX LAWS AND REGULATIONS 


Mr. Gary. When did the last major change in complexity of tax 
laws and regulations administered by revenue agents occur? 

Mr. Latuam. The last one of any real consequence was what we 
call the Technical Amendments Act of 1958. However, except in 
connection with our technical organization, we have not felt the effects 
of that act because the returns applicable to it were filed, many of 
them, for the first time in 1959 and many will be filed for the first 
time in 1960. 

Going back before that, the last major change I believe would be 
the Revenue Act of 1954. 

Mr. Loss. I think that is correct. 
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CIVIL SERVICE CLASSIFICATION OF POSITIONS 


Mr. Gary. Are civil service classifications based on the complexity 
and difficulties of the work performed? 

Mr. Laruam. Yes. In addition, when you get to certain grades 
they are based on the supervisory responsibilities of the employee. 


GRADES OF REVENUE AGENTS 


Mr. Gary. How has the distribution of grade levels of revenue 
agents changed over the last 5 years? 

Mr. Latuam. That shows in detail with respect to the discussion 
of each activity in the justifications. I do not believe we have a figure 
overall for the entire Service. 

Mr. Hume. On revenue agents—and you want us to go back further 
than 1959? 

Mr. Gary. For the last 5 years. 

Mr. Latuam. You would like them broken down by activity? Do 
you just want the revenue agents? 

Mr. Gary. Just the revenue agents. 

Mr. LatHam. We will be glad to furnish that. 

Mr. Gary. From 1955 on through 1961. 

(The requested information follows:) 
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Mr. Gary. What relationship is there between changes in com- 
lexity and difficulty of work performed and distribution at grade 
evels for revenue agents? 

Mr. Latuam. They are directly related. In other words, a grade 9 
agent in general is supposed to be able to audit practically any indi- 
vidual return and most small corporate returns. At grade 11, the 

journeyman grade, the agent is presumably trained and can audit 
almost any type of return, the more complicated corporate and indi- 
vidual return, and gift taxes and estate taxes. When you move u 
the ladder into grades 12, 13, and 14, then you deal with very difficult 
cases plus the supervisory requirements governing that grade. 

Mr. Gary. How long does it usually take an agent to progress from 
the lower to the higher grade? 

Mr. Latuam. Under our blue-ribbon program a revenue agent 
usually comes in on a grade 7. His first 6 months are Fel to 
specialized training. If he makes good, then he goes to grade 9 all 
by agreement wih the Civil Service Commission. Then advance- 
ment to journeyman grade, which is grade 11, and that is set from 
1 to 2 years after that time, depending upon the degree of skill and 
aptitude shown by the agent, the availability of work, and the money 
available. 

NUMBERING OF TAXPAYERS 


Mr. Gary. Does the projected master file system contemplate the 
use of existing systems such as the social security account number 
system. 

"hae. LatHam. We will undoubtedly have to have something of that 

type. We will have to have a number for every taxpayer who does 
not presently have one. That is true of the individual. We have 
not made up our minds whether we will attempt to take over the 
exact numbering concept of social security or not, but there will be 
some numbering device. 


INVESTIGATION OF PROSPECTIVE EMPLOYEES 


Mr. Gary. Are prospective employees investigated by any other 
organization than the Internal Security Office such as the Civil Service 
Commission or the Federal Bureau of Investigation? 

Mr. Latuam. The primary investigation is made by our own people, 
our own internal security. The Civil Service has certain procedures 
which it follows, but ours are the primary ones. Normally we do not 
use the FBI or the Secret Service, as I understand it, except in rare 
cases where they may have some information not available to us. 

Mr. Gary. Do you have the Civil Service investigating every case? 

Mr. Laruam. That I cannot tell. 

Mr. Fox. No, sir. The Civil Service provides a list from which 
we hire and they do check our procedure to see that we do it correctly. 
The check you are speaking of we do ourselves. They check us 
regularly to see we are doing it correctly, however. 

Mr. Latuam. I thought before they go on the civil service list 
Civil Service makes some casual desultory check. 

Mr. Fox. They have not made a character investigation in the 
ordinary type case. 
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FURNITURE AND EQUIPMENT INCLUDED IN REQUEST 


Mr. Gary. What items of furniture and equipment will be procured 
under the estimate for this category? 

Mr. Hume. We go right down to the number of adding machines, 
and so forth, if that is what you would like to have. These [indicating] 
are estimates and will probably vary somewhat as we go along. 
Would you like me to give you at this point all these different items? 

Mr. Gary. Give us the principal items. 

Mr. Hume. Under the heading of ‘“‘Furniture and equipment,” and 
under ‘“‘Equipment,’’ there would be 459 adding machines, 423 cal- 
culators, 26 dictating machines, 177 electric typewriters, 752 type- 
writers of other kinds, manual typewriters, 64 photocopying machines, 
188 numbering machines, and 91 pairs of handcuffs. 

The alcohol and tobacco tax people are the ones who would use the 
handcuffs. They actually make arrests. Those are the principal 
items of equipment. 

Mr. Gary. Are they largely replacements, or are they additional 
equipment? 

Mr. Hume. I will just picka couple of categories; let us take standard 
typewriters. We have 21,000-and-some-odd typewriters, of which 
5,500 meet replacement standards of both age and condition. We 
propose to replace 522 of those and in addition buy 150 new ones in 
connection with the new people. Again I can go through and furnish 
this all the way. 

Mr. Gary. That is practically the situation all the way through? 

Mr. Hume. I would say it is relatively the same. If there are any 
significant changes on the major items I would be surprised. 

For example, we have 8,000 adding machines, 2,600 of them are in 
need of replacement. We would replace 290 and we would buy 159 
new ones. 

Mr. Gary. Will the procurement include any surplus furniture and 
equipment from elsewhere in the Treasury Department, or from the 
General Services Administration? 

Mr. Hume. That is not contemplated in this program, although we 
will be on the lookout and get anything available that is better than 
what we are using. 


LIST OF GOVERNMENTAL DELINQUENCIES 


Mr. Gary. What brought about the elimination of governmental 
delinquencies from the statistics for 1959? 

Mr. Laruam. I think I can answer it this way: Some of the post 
offices might not remit withheld taxes due from their employees’ 
salaries as required by law, and we carried those as delinquencies. 
As a matter of fact, it was our own Government that was delinquent, 
and we always got our money, so we thought it was perhaps a little 
unrealistic to carry those delinquencies in our accounts. 


PROMOTIONS, 1957-61 


Mr. Gary. Would you supply us with a table showing the number 
of new promotions made during the last 5 years, from 1957 through 
1961; the original cost of those promotions and the annual cost? 

Mr. Hume. And the original cost would be the first year cost? 
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Mr. Gary. The first year cost, and then your annual cost thereafter. 

a Latuam. In each activity, or just revenue agents, or the totals 
only? 

Mr. Gary. The totals. 

Mr. Latuam. You are talking about grade-to-grade promotions, 
not automatic within-grade promotions? 

Mr. Gary. Grade-to-grade promotions. 

Mr. Latuam. Thank you. 

(The requested information follows:) 


Position reallocations 





Number of First-year 
position cost Annual cost 
reallocations 





EE RE FE osinig chive cicbasscnsnvbeannvadenatensedd 3, 660 $1, 115, 000 $1, 729, 001 





DIE BONE FO IE a io wkcincn denen ccnsducdncsenduenetenad 4, 566 1, 245, 426 2, 097, 864 
SE OEE SRP sons cenncencgunnaiibande=d meena 9, 579 1, 464, 902 3, 781, 781 
pA Sg ee reer ioe 6, 023 1, 969, 793 4, 163, 057 











IS, TRIE DIE GES wionid cee ininiccccncdacidec}cassanns 3, 995 2, 172, 594 2, 820, 794 





1 Based on analyses of personnel actions. 
Note.—1957 actual not available; budgeted figures used. 


Mr. CanFIELD. Commissioner Latham, when the distinguished 
chairman of this committee and I left the room after the hearings 
this morning we had a brief conversation on our way to the floor and 
we both agreed the hearing had been very informative and very pro- 
ductive. I desire to compliment you on your very obvious dedication 
to your assignment and your knowledge of your subject—taxes. 
Somehow I wish all the taxpayers of America could have heard your 
testimony. 

Some of our people, I think, appraise the Commissioner of Interna] 
Revenue in Washington as a cold, calculating personality who thinks 
only in terms of dollars and statistics. We, however, recognize you 
here today as a very humble, a very human, and very able public 
servant anxious to do the right thing. 

Mr. Latuam. I do appreciate that and may I say I am sure what 
you have to say applies equally to the members of my staff who are 
here and without whom, of course, no Commissioner could possibly 
function. 

ADVISORY GROUP 


Mr. Canrie.tp. That is like you also. With that I agree. I 
think you have done well, Mr. Commissioner, to organize what you 
indicate is an advisory group consisting of 12 outstanding men of the 
legal, accounting, tax-teaching professions and business. I understand 
that at the request of the chairman you are putting in the names of 
these 12 persons, their background and something about what you 
“— to accomplish as the result of their advice and helpfulness? 

Mr. Latuam. I might add this for the record, which was rather 
illuminating to me in connection with that advisory group. After 
I think our second meeting, one of the members who had specialized 
in tax matters for a good many years, came to me and said, “You 
know, it has been very instructive to me to attend these meetings 
because I had no idea of the extent to which the Service recognized 
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the problems that trouble us, and the way you were attempting to 
come to grips with them.” 

I say that not as indicating we are entitled to any praise, but 
merely to show you how little, unfortunately, the outside public, 
and even people close to taxes, know about our attempts to antici- 
pate and deal with these problems. 

Mr. CanFIELp. I have been struck by your statement, Mr. Com- 
missioner, from which I will quote. 

The willingness and accuracy with which taxpayers voluntarily declare and 
pay their tax liability depends to a large extent on the belief that everybody 
else is doing the same thing and that it is the right thing todo. This willingness 
is kept high by an enforcement staff which will generate the general belief that 
— understatements of tax liability will be promptly discovered and dealt 
with. 

That is a very fine, forthright and fair statement. I think it is 
important to emphasize it. 

r. Latuam. I try to do it all the time. I feel that very deeply. 
We have to strike a middleground between adequate enforcement 
and too much enforcement. ‘That is what we are attempting to do. 
Mr. Canrrexp. Off the record. 
(Discussion off the record.) 


INTERNAL AUDIT AND INVESTIGATION OF PERSONNEL 


Mr. Canriexp. You tell us that your inspection service audits 
internally each regional and district office, and also has the reponsi- 
bility of making investigations of personnel. 

ie. Latuam. Correct. 

Mr. CanFIEp. It is a streamlined activity which enables only the 
major matters to be called to the attention of headquarters? 

Mr. Latuam. That is entirely correct. In other words, we do not 
now permit, or want attention called, to a lot of unimportant discrep- 
ancies which you will find in any large organization. They must be 
important discrepancies. 


PROGRAM POLICY LETTERS 


Mr. Canrietp. With regard to these programs and policy letters 
that you send out from time to time, what are they designed for? 
What purpose do they accomplish? Where do they go? 

Mr. Latuam. They go to our field operations. Mr. Loeb is the 
head of that operation. I think that he can make a statement. 
Here is a sample, manual supplement of program plan objectives, 1961. 

Would you amplify a bit, Mr. Loeb, the purpose for these program 
policy letters? 

Mr. Logs. At about July or August of each year, and as an integral 
part of our budget plan, we are trying to develop the programs which 
will be carried forward during the next fiscal year and to establish 
overall goals for the Service functions. For example, during 1959 we 
developed the programs and policies to be carried out in implementa- 
tion of the budget which we are submitting to the committee at the 
present time in order that we might make certain that those matters 
and things which are the responsibility of the Revenue Service, namely 
the audit of returns, the progress and implementation of our intelli- 
gence operations, and so forth, will be carried out once we are given 
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the funds to do so. Our basic approach is to decide upon needed 
programs in advance of the development of the budget, rather than 
carrying forward previous programs and embarking upon additional 
ones on a crash basis. We feel that this has materially helped our 
entire budget planning and is in line with what Commissioner Latham 
has already stated to be his basic philosophy—that the Service must 
take a long-range view of the direction in which it will move and 
communicate those views to our field people so that they will have 
—* interest in participating with us in attaining those ultimate 
ends. 

In this connection I might mention that all of our programs are 
carefully considered in meetings with key officials and are reviewed 
in meeting with our regional commissioners. For example, earlier 
we mentioned the extent to which we are trying to develop our intelli- 
gence activities so as to reemphasize the need for specific attention 
to the larger and more flagrant cases, to the end that major tax 
violators will come under careful scrutiny. This is typical of the 
type of program with which we deal in our program policy letter. 

Again, in connection with appellate operations—and some of these 
things we may want to talk about off the record—we let our operating 
field people know the need for prompt hearing and a prompt decision 
in each one of our cases, together with a high quality decision and a 
satisfactory number of agreed settlements. These points are empha- 
sized in the program policy letter which, as I mentioned, goes out to 
our regional commissioners and in turn is passed to the district 
directors to give the picture of our operations within the Service. 


COMMISSIONER’S CONTACTS WITH EMPLOYEES IN THE FIELD 


Mr. Canrietp. Mr. Commissioner, have you from time to time in 
connection with your own public relations made personal contacts 
with employees in the field? 

Mr. LatrHam. Oh, yes. Answering this one question, we do have a 
monthly employee letter, and in December I also sent a separate sort 
of Christmas greeting to the employees in the service. If you would 
like, I would be happy to insert that in the record. 

Mr. CanFtEp. I wish you would do that, with the agreement of the 
chairman. 

Mr. Gary. Without objection. 

(The greeting referred to follows:) 


CHRISTMAS GREETINGS From WASHINGTON 


DECEMBER 16, 1959. 
To My Fellow Employees in the Internal Revenue Service: 

The Christmas season is with us again, and it is my privilege to celebrate my 
second Christmas with you. 

Much has happened during the past year. I have visited all our regional 
offices and 26 of our district offices. I hope to continue my visits during the 
coming year. 

With your wholehearted cooperation, I think we have made progress. Tangible 
evidences of this progress should become apparent during the coming year. I look 
for further advancements during 1960. 

We will have our customary Christmas celebration here on December 21, and I 
will have an opportunity to greet all those located in Washington. Mrs. Latham 
and I do wish we could meet with each of you individually, thank you for your help 
and assistance during the past year, and wish ycu and every member of your 
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families a happy Christmas and a most prosperous New Year. This, however, 
we cannot do, but this letter does carry with it, to you all, those thoughts. 
Sincerely, 
Dana Latuam, Commissioner. 

Mr. Latuam. Answering your other question, I do try to get to the 
field. During the last year I visited personally all of our 9 regional 
offices and approximately 30 of our present 61 district offices, and while 
there I talked to the top personnel and met as many of the people as 
possible. On occasion, where it was possible, if the district director 
desired it, he would get as many of his people together in one room, 
and I would talk to them informally for 2 or 3 minutes. I do believe 
very strongly in personal contact with the field to the fullest extent 
possible, and we all do that. 


SIMPLIFICATION OF TAX RETURN FORMS 


Mr. CanrieLp. When you were talking about simplification of the 
tax return forms, which is a subject of continuing study by the In- 
ternal Revenue Service, you pointed out a situation, I believe, that is 
not too familiar to millions of taxpayers of our country, and perhaps 
some Members of the Congress. You told us that you compress into 
one little form 1,000 pages of the law. 

Mr. Latruam. Perhaps I had better amplify that. What I intended 
to say was that the 1040 long return, the four-page return for the 
individual, must include in it provisions for reporting every type of 
income subject to tax in our laws. It also must provide for every 
type of deduction, for every type of alternate tax computation, such 
as capital gains, and so forth. 

The problem of including all those items in that return in the proper 
place and in conformity with the statute, is a very difficult one, as 
you can well imagine. 

Mr. CanFieLp. You did make reference to about 1,000 pages of law. 

Mr. Latuam. That is right. Our present internal revenue laws 
constitute approximately 1,000 pages. 

Mr. Canrietp. Mr. Commissioner, you made reference in your 
statement this morning to the 1040W and 17 million forms that you 
have had printed. 

Mr. Laruam. That is correct. 

Mr. Canrretp. They are being issued this year? Again, that is for 
what purpose? 

Mr. Latuam. Those permit for the first time in a two-page form, 
as opposed to the 1040 long, which is a 4-page form, and the card form 
which is the 1040A, the reporting of unlimited amounts of salary and 
wage income instead of the former $5,000 and $10,000 limitation, and 
the $200 limitation in other income such as interest and dividends, 
together with an itemized deduction of all expenses instead of the 
built-in deduction which was included in our 1040A short form. It is 
an intermediate form between the 1040A and the 1040. 


TRAINING 


Mr. CanrieLp. Mr. Commissioner, I was glad this morning to hear 
you make some reference to your training program using the expres- 
sion, I believe, that the Internal Revenue Service continually sought 
to remove itself from political considerations. I am glad to hear that. 
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I know the approach of this committee has been to divorce itself 
completely from political considerations in every review of your 
activity, and speaking for myself, I have never sought to intrude in 
personnel or like matters, having in mind that the Internal Revenue 
Service is a very sensitive agency and demands the all-out respect of 
the American people. If it ever became a political instrument it 
would be just too bad. Do you want to elaborate on that? 

Mr. Latuam. I would be glad to. Our primary aim, is to maintain 
the Service as a strictly nonpartisan agency, able to withstand any 
suggestions or pressures for promotion or advancement. So it 
becomes very important that we have on hand trained people for 
all supervisory positions, and that is particularly true at the district 
director and assistant district director and higher levels. Hence, 
our training programs which will fit people for those particular high 
positions. 

At my insistence, which I hope will be maintained, no one may move 
into those positions until they have had the benefit of these particular 
training programs. 

When suggestions are occasionally made that a particular individual 
might be fitted for a particular job, in almost all cases the man is not 
one who has these training qualifications, and upon an explanetion 
of that to the sponsor then the suggestion is immediately withdrawn. 

Mr. CanrieLp. Does that mean that in the main all of your em- 
ployees are drawn from the civil service register? 

Mr. Laruam. Since I have been there there has not been a single 
appointment to any position who has not come direct from our own 
ranks of career employees or those who have met the full civil service 
requirements and qualifications. 


EXPENSE ACCOUNTS AND ENTERTAINMENT 


Mr. CanFievp. I think also you made a very good statement this 
morning regarding your expansion of activities in the expense accounts 
and entertainment area. Some of our people seemingly are being 
concerned about the publicity pertaining thereto. You point out 
that large amounts of revenue are being lost under the present rules 
and regulations and there is increasing resentment on the part of those 
who are unable to obtain the benefits of such reductions. I think you 
said also this program is not being worked retroactively, but will 
begin this year? 

Mr. Latuam. It applies to taxable years beginning after December 
31, 1959, which means, I might add, it does catch a fiscal year tax- 
payer whose fiscal year may have begun July 1, and he has had 6 
months without notice and therefore could not maintain his records. 
We require nobody to go back and try to make up records from the 
past. 

Mr. CanFiE.p. I believe the spirit of your approach is that you 
seek to be reasonable and you are not indulging in what might be 
called a witch hunt. 

Mr. Latuam. That is right. 
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Mr. Canrietp. When Secretary Anderson appeared before us last 


week ie gave his comments regarding the Internal Revenue Service, 
he said: 


Commissioner Latham is convinced that the affairs of the Internal Revenue 
Service can be more wisely administered if the goals of the Service are stated in 
terms which will permit the Service’s needs over several years to be anticipated 
by both the executive and legislative branches. 


Then he went on to say that he was convinced that your plan was 
sound, not only from the standpoint of tax administration, but also 
from the fiscal point of view. 

He later said: 


The principal need for additional funds is to make possible a more thorough 
and extensive audit of tax returns and to secure delinquent returns so as to 
maintain and strengthen the willingness of all taxpayers to comply with our 
voluntary assessment system. 





AUTOMATIC DATA PROCESSING SYSTEM 


Later on he said: 


Part of the funds also are needed to begin installation of automatic data process- 
ing with electronic equipment. 

You already have some electronic equipment in the Internal Reve- 
nue Service? 

Mr. Latuam. We have what might be termed minor installations 
in our service centers of which there are presently three, one in Ogden, 
Utah, one in Kansas City, and one in Lawrence, Mass. There we do, 
to the extent possible, machine processing of these small returns by 
way of determining the mathematic accuracy of most of them, com- 
puting the refunds or overpayments and that sort of thing. But 
those machines are, I might say, out of date so far as the present 
state of science is concerned, and they will not do what we contem- 
plate doing in our overall system that will apply to the whole country. 

I might add that in planning the automatic processing system 
we have not yet finally determined what we will do with these par- 
ticular service centers. We will probably use them as regional 
centers for the assembly of the information we will need with respect 
to taxpayers, and further you should know that our equipment 
there is all on lease, so as it becomes unnecessary to use it we suffer 
no loss because the leases are terminable at any time without penalty. 


OTHER ELECTRONIC EQUIPMENT 


Mr. CanFietp. Mr. Commissioner, do you not have some IBM 
machines in New York and Philadelphia and possibly elsewhere? I 
have in mind special electronic equipment, the type that our com- 
mittee saw a few years back. 

Mr. Latuam. Perhaps I can answer it this way: not having been 
there, I am not exactly familiar with what you saw several years ago. 
I do know, however, that outside of the Statistics of Income work on 
the Univac computer located in the Bureau of the Census, we have 
regular electronic equipment presently only in our three service 
centers at Ogden, Kansas City, and Lawrence. 

Mr. CanFIeELD. And that is all on lease? 

Mr. Latuam. And that is all on lease. 
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PROCESSING OF RETURNS AT SERVICE CENTERS 


Mr. Gary. To what extent are returns from other areas sent to the 
centers to be processed on this electronic equipment? 

Mr. Latuam. Over a period of years we have gradually increased 
the number and types of returns sent to these service centers as they 
prove themselves until presently we are sending all our 1040A’s, the 
bulk of our small 1040’s, and many small business 1040’s and our 
941’s and also claims involving the refund of farmer-paid gasoline tax. 

Mr. Gary. From all over the United States? 

Mr. Latuam. From all over the United States. 

Mr. Gary. You are sending them to those centers to be processed? 

Mr. Latuam. We send them to the center closest to the region, 
there being three regions for each center, but I should add for your 
information that the electronic use in those centers is very limited. I 
am not an electronics expert, I can assure you, and so I cannot speak 
in a very informed fashion, but I have seen the operation. Take 
Lawrence, for example: These 1040A’s come in, and they go to punch- 
cards where the clerk operates these punchcard machines and certain 
data are transferred to these punchcards. Then those punchcards 
are put into peripheral machines which, in turn, feed those cards into 
the electronic computer, and they tell me at Lawrence that they will 
take those cards and will make the computation and determine 
whether or not they have a refund or have a deficiency involved, and 
will do that at the rate of about 70 returns per second, feeding from 
two machines. They also tell me at the same time that that particular 
equipment in Lawrence is obsolete. 

The results obtained from the electronic equipment in the centers 
are sent to the Treasury disbursing office nearest at hand and on the 
basis of those cards and through the use of similar machinery over 
which the Service does not have control but the Treasury does, the 
refund checks are prepared and mailed out. As you know, we can 
send out 35 to 36 or 37 million of those refunds in just a few weeks, 
and that is done by the combination of the electronic machines in our 
service centers, plus the machines operated in the Treasury disbursing 
offices. 

But, that is an extremely limited use, and does not even begin to 
approach what we contemplate in our overall program for the future. 


INCREASE IN COLLECTIONS BECAUSE OF ENFORCEMENT EFFORTS 


Mr. CanFiELD. Among your 1959 accomplishments you say that 
the additional tax liabilities determined through your enforcement 
efforts amounted to $1.8 billion, over $100 million more than 1958. 

What does that mean in terms of collections? 

Mr. Laruam. We have never kept our books on the basis of deter- 
mining how much we actually collect, but we do have pretty accurate 
means of determining that, and in effect you might say that with 
respect to that we believe that we will collect approximately 90 percent 
of the amount that is assessed and determined. 

Off the record. 

(Discussion off the record.) 





510 


INCREASE IN AUDIT EXAMINATIONS 





Mr. Canrievtp. And, among your other 1959 accomplishments you 
say you were able to complete almost 100,000 more audit examinations 
than in the prior year? 

Mr. Latuam. That is right. 


REVENUE INCREASE EXPECTED FROM ADDITIONAL PERSONNEL 


Mr. CanrFieLp. Well, that is very good. 

Now, further in your presentation, Mr. Commissioner, you reach a 
very important item, of course, and that has to do with additional 
manpower which the Secretary has requested. For 1961 you antici- 
pate that you will need 2,760 permanent positions and temporary 
employment equivalent to about 725 full-year permanent positions. 

You say the expected additions to the Audit Staff can accomplish 
over 200,000 audit examinations in 1961 with additional tax resulting 
therefrom of $41 million, or more than double the estimated cost of 
the entire staffing increase in all activities. 

Then, you go on to say that after they are fully trained and in full 
production you estimate they would produce an annual tax yield of 
$140 million. 

You have reference there to these extra employees? 

Mr. Laruam. The extra employees in all activities. 

Mr. CanFiExp. In all activities? 

Mr. Latuam. Yes, sir. We gave you those figures, I believe, 
earlier. You will recall you have this condensed sheet which we gave 
you this morning, and if you have that available, we show on the 
extreme right-hand side of that our estimate of the additional tax 
that we hope to collect within the fiscal year 1961 from the _—_ 
added during that year and, of course, they will not reach full pro- 
duction during that year. 

Mr. Canrietp. And, so far as 1961 is concerned, you use the words, 
‘we expect to have a handsome yield.” 

Mr. Latuam. A very handsome yield. 

Mr. Canrie.tv. Those are quotes. 

Mr. Latuam. Yes, sir. 

Mr. Canrie.p. And, I am quite sure you prefer the ratio of 10 to 1? 

Mr. LatHam. “Peerless a it probably will be that much, al- 
though we do not stress that too much because we think if we get 
from 5 to 10 times yield on a balanced program, it will be amply 
justified. 

We think it will be closer to 10 than it will be to anything lower 
than that. 

Mr. Canrtetp. I think that is very important testimony sup- 
porting your request. 

That is all, Mr. Chairman. 


ASSURANCE OF TAXPAYMENT AFTER DISCONTINUATION OF TAX STAMPS 


Mr. AtexanpER. Mr. Commissioner, I noted with great satis- 
faction that you have been able to save about $1.4 million from the 
conversion of the collection of the tobacco and alcohol taxes from the 
stamp basis to a return basis. 
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How do you determine whether an individual item without the 
stamp ba it—whether on that particular article the tax has been paid 
or not! 

Mr. Latuam. Well, I cannot give you that in exact detail. Can 
you, perhaps, explain that, Mr. Loeb, as to how we can determine 
the tobacco tax precieely? I have an idea but perhaps Mr. Loeb can 
explain it in more detail. 

Mr. Logs. Actually, we cannot tell whether a particular package 
of cigarettes has been tax-paid, but we do know the gross number of 
cigarettes produced by the factory and the quantity of cigarettes 
packaged and removed subject to tax. As to distilled spirits we still 
have our storekeeper-gaugers who are in the plants and who carry the 
keys to the warehouses and personally determine the tax, There has 
been no change in the basic control exercised. The only difference 
is the taxpayers now file a return with remittance rather than pur- 
chasing tax stamps. 

Mr. Latuam. I suppose as far as cigarettes and cigars are con- 
cerned it simply involves the situation that we know how many they 
start with and how many they make and how many they have left 
at the end of a given period, and the difference is subject to tax. 
The same thing is true on a gallonage basis with respect to distilled 
spirits. 

"7 might add that we find after several years’ experience with wine 

and beer which as I told you this morning had already been return 
paid for some time, no problem whatever insofar as enforcement is 
concerned. 


EFFECT OF THE AUTOMATIC DATA PROCESSING SYSTEM ON NUMBER OF 
PERSONNEL 


Mr. ALEXANDER. I believe that your automatic data processing 
system is a part of your 5-year plan and that under this you will not 
reduce any of your personnel or your revenue officers or your special 
agents, and that you do not expect to reduce them even when this 
automatic data processing system is completed. In fact, I believe 
you stated that this system might generate more work which would 
require additional people; is that correct? 

Mr. Laruam. Well, with one exception: We will in the processing 
function which is not, we will say, an enforcement function—as the 
automatic data processing goes into effect and becomes effective 
throughout the country, the people who are presently doing the pro- 
cessing of these returns—the computations and the verification and 
that sort of thing which is done presently by people—we expect that 
to be done by machines. But, those people in the meantime will be 
moving into other activities and will be specially trained for that, 
and where they may not want to take on the additional training or 
may not be capable, they will be assigned to other agencies or 
functions. 

_ In other words, we do not expect that there will be any reduction 
in force resulting from this program, but they will function in different 
activities. 

Furthermore, we do probably anticipate that as this develops and 
as our efforts turn up areas of delinquency we will need more people 
to go out and determine the facts. 
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Mr. ALEXANDER. At the present time this is a pilot operation which 
is operated only in one of the nine regional offices? 

Mr. Latuam. It is not even operating there. It is in the most 
embryonic stage at the present time. 


COST OF PLACING ADP SYSTEM INTO FULL OPERATION IN ONE REGION 


Mr. ALEXANDER. How much money will it take to put this auto- 
matic data processing system into complete operation in this one 
region? 

Mr. Latuam. We presently contemplate—and you correct me if I 
am wrong on this, Mr. Harding—approximately $34 million. Is that 
correct, through 1965? 

Mr. Harpina. Yes, sir; that is the total for the 1961-65 period. 

Mr. Latuam. That is the total for the 5 years. 

Mr. ALEXANDER. Then, if it works as you hope it will, you would 
expand it into the other eight additional regions? 

Mr. Latuam. Into the entire United States. 

Mr. ALEXANDER. How much would be the total cost? 

Mr. Latuam. It is pretty hard to estimate that. We have figures 
ranging from $110 million to $160 million for the entire country. You 
see then it can be done very rapidly because presumably the bugs will 
be worked out in general in our one operation and we will know what 
kind of equipment we need, and we will have alerted the manufac- 
turers to have it ready. We hope we could install it and get it going 
in the rest of the United States within 3 or 4 or 5 years at the most, 
although we may have to spend 5 years in order to have it fully opera- 
tional in this one region. 


ADVANTAGES OF THE SYSTEM 


Mr. ALEXANDER. Would you please explain to the committee how 
this will result in the saving of money for the taxpayers? Will you 
please briefly explain that? 

Mr. Latuam. So far as the taxpayer is concerned, the primary 
benefit that he will obtain out of it is an immediate knowledge of 
where he stands with the Internal Revenue Service and how much he 
owes, how much he has paid, and his credits. He will not be dunned 
for money which he has already paid. I might add that one of our 
big problems results from people filing in one district and paying 
their tax in another. They think we are all one big organization, 
which we are, but we keep separate records all over the United States. 
Therefore, someone gets a bill for a tax he has paid and he does not 
like it. We will have a uniform and complete account for every tax- 
payer. In addition, we can service him in connection with his lia- 
bility. The determination of these liabilities will be more prompt 
than is now possible, and there will be a generally more efficient 
service so far as the taxpayer is concerned. 

Mr. ALexANnDeER. As far as the Government and the Internal 
Revenue Service is concerned, you would be able to operate more 
perfectly and find loopholes that are now not so readily detected? 
Is that the main advantage? 

Mr. Latuam. Yes, sir; it will vastly strengthen our enforcement 
arm. May I go off the record for a moment? 
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Mr. ALEXANDER. Certainly. 

Mr. Laruam. (Discussion off the record.) 

Mr. Gary. DoI understand that you make up these records in your 
regional offices and then send them to a central office? 

Mr. Latuam. They will be sent to what we call a computer center. 

Mr. Gary. And you will have a record of every taxpayer in the 
United States at that computer center? 

Mr. Latuam. That is correct. Then, if somebody, for example, in 
San Francisco wants to know about a taxpayer—triple—X and so 
forth—they will inquire by appropriate means—wire or by tape to 
the computer center. And they can determine immediately just 
as they do in the Social Security Office over in Baltimore now where 
they keep track of every employee in the United States. 

Mr. ALtexanper. Who has the contract to develop this electronics 
equipment? 

Mr. Laruam. There has been no contract let as yet. We have 
employed McKinsey & Co., who are very able industrial research 
people, to advise with us as we develop this within our own planning 
and research department, and they have given us the benefit of their 
advice over the period of many months. We have just submitted 
our specifications to—how many different manufacturers? 

Mr. Harpina. About 15, sir. 

Mr. Latuam. Our specifications have been submitted to about 
15 manufacturers—specifications that are about that thick [indi- 
cating]—which set forth what we want these machines to do. By the 
8th of April these bidders will furnish us with a statement of whether 
or not they can comply with these requirements, the rental costs and 
so forth, and how soon they can supply the equipment. 

Then, our timetable requires us by June 15, or thereabouts, to 
determine exactly what equipment we want to put orders in for and the 
capacity of that equipment. 





COMPLEXITY AND FEASIBILITY OF ADP SYSTEM 


Mr. ALExANDER. Do you have a pilot operation which is workable 
now? 

Mr. Latuam. No, sir; we do not have any of this equipment that 
we propose to use eventually in this automatic data processing. The 
electronic equipment that we have in our service centers is very simple 
and really elementary, compared to what we propose here. 

Mr. ALEXANDER. But, you have been assured that this is workable 
and can be perfected; is that right? 

Mr. LarHam. We have made our own feasibility studies and the 
Bureau of the Budget is satisfied that it can be made to work and 
McKinsey & Co. feels very strongly that it can be made to work. 
But, we are the only agency in government that is faced with this 
monumental task. The Social Security Administration has a battery 
of machines which has some 75 million or 80 million names on it, but 
the work they do is very simple compared with ours. They simply 
have the name of a man, his birthday and his number, where he works, 
and where he has moved, his wage rate, and so forth, and when he re- 
tires, and that sort of thing; on the other hand there are as many as 500 
different items that will affect tax liability that we could if we wanted 
to in the corporate returns put on this tape. We are not going to do 
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that. But, out of the available items affecting tax liability and ac- 
sensing, as the basis for appropriate enforcement, we will have to 
choose between those affecting individuals and corporations, sole 
proprietors, and decide what items will be the most productive. It is 
certainly on a trial and error basis. 

However, fortunately, things look now as if we can handle it in such 
a way that we do not need to order big equipment beyond what we 
need because in the computer center if we should decide we want 100 
items instead of 40, they will just add additional units. We do not 
have to scrap the units that are already there. 


TYPE OF EQUIPMENT TO BE LEASED 


Furthermore, none of the equipment that we expect to order will be 
purchased. It will all be on lease, with the provision that as fast as 
new equipment becomes available we always have the opportunity to 
lease that. 

Mr. ALEXANDER. You would be the only user of this very compli- 
cated type of equipment which you need; would you not? 

Mr. Latuam. Well, I do not believe so. As I say, I am no expert 
on this, but my understanding is that the equipment is to a certain 
extent standard. That is, we can have our choice of one piece of 
equipment that you could not get in a room 30 by 40 feet, or you could 
have your choice of a number of smaller units which would hook 
together and would have the same capacity for storage of information 
that the one big unit would have. e do not propose to move in and 
add a great big piece of equipment at one time. We may later come 
to it, but my understanding is that no part of the equipment we want 
will be solely usable by us. 

Is that a correct or reasonably correct statement, Mr. Harding? 

Mr. Harpina. That is correct under our present plans. 

Mr. ALEXANDER. How do you estimate your projected cost on the 
equipment when it has not been developed any further than this? 

Mr. Latuam. They have on hand prototypes of the equipment we 
think we will need. I believe that is a correct statement as well? 

Mr. Harpina. We take an average rental on this type of equip- 
ment, Mr. Alexander, and we know, for example, that we on 
utilize approximately, let us say, five or six times the amount of 
computer equipment that the Social Security Administration utilizes. 
Therefore, it is relatively easy to blow up the cost of rental of social 
security to estimate our rental cost. These are gross estimates, 
however. 

Mr. ALEXANDER. But, you would not have to pay for the experi- 
mental process through which the developer would have to go in 
order to perfect this machine; would you? 

Mr. Harpine. That was the point, I think, that the Commissioner 
was trying to make. We are not proposing to get nonstandard 
equipment. We are proposing to use standard data processing 
equipment from one or more manufacturers, but in sufficient quantity 
to do this tremendously large processing job. 
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BUILDINGS TO BE OBTAINED 


Mr. ALexanDER. Mr. Commissioner, I believe you mentioned that 
you expect to get better > ng in many cities of the country, 
particularly in regard to buildings. 

How much money, if any, is in this proposed budget for that 
purpose? 

Mr. Latuam. There is nothing in our budget for that because that 
is the responsibility of the General Services Administration to furnish 
us these quarters. What I intended to say was that we have good 
quarters some places and almost disreputable quarters in other places. 
We hope that with the cooperation of the GSA we can improve our 
housing all over the United States. We need to do that very badly. 
We have substandard space in at least 200 locations throughout the 
United States. 

Mr. ALEXANDER. But, there is nothing in this budget which would 
take care of that? 

Mr. Latuam. No, sir. 

Mr. Gary. A great many of your present operations are housed in 
rental properties; are they not? 

Mr. Latuam. That is correct. 

Mr. Gary. And, you can improve those conditions by leases in 
many instances without constructing buildings? 

Mr. Latuam. Well, we can—I am not sure whether or not the 
present statute permitting construction and then “lease back’’ are 
still in effect. 

Mr. Gary. They are not. 

Mr. Latuam. I thought they had been repealed. 

Mr. Gary. They are not in effect, but I am talking about ordinary 
leases. You can give up property that you are now in and lease ether 
property without the lease-purchase provision. 

Mr. Latuam. Yes, but GSA still has to provide and is supposed to 
furnish us that additional property. 

Mr. Gary. You pay the rent; do you not? 

Mr. Latruam. No; that is paid by GSA. 

Mr. Gary. Oh; it is? 

Mr. Latuam. Yes, sir. If GSA is not willing to meet the additional 
rent costs, we are blocked. 

Mr. Hume. From time to time we will, for example, find a deal 
that we can make right now to vacate one piece of property and move 
into another. We might pay some rent from now down to the end of 
the year because if GSA did not have it, we could afford to, but it is 
just the little odds and ends. 

The basic rent bill goes into the GSA. 

Mr. Latuam. And, the Bureau of the Budget will not let us include 
anything in our budget for that purpose because that is the respon- 
sibility of GSA. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Atexanper. I will say this on the record: I certainly think 
you have done a good job, Mr. Commissioner, as well as your staff. 

Mr. LATHAM. Phan you very much, Mr. Alexander. 

Mr. Contes. Mr. Chairman, I have no questions, but let me say 
that I will go over the budget. I want to take this opportunity to 
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congratulate the Commissioner and his staff for the excellent job they 
are doing for the country. 

It was just about a year ago that you were sworn in when you were 
before us. 

Mr. Lartuam. A little longer than that. 

Mr. Conte. So, we are both freshmen up here, and in that year 
you have done a magnificent job, and I can say this in all sincerity, 
this was one of the finest presentations I have heard here in the 
Congress. It was excellent. 

Mr. Latuam. Thank you very much. 

Mr. Gary. Mr. Commissioner, you have given us a very compre- 
hensive, detailed and interesting presentation, and we appreciate it. 

Mr. Latuam. I do not need to tell you, Mr. Chairman and members 
of the committee, that we count it a real privilege to have the oppor- 
tunity to appear before you and attempt to answer your questions. 

Mr. Gary. Well, sir, it has been a very interesting hearing. 

We shall now stand adjourned until 10 o’clock tomorrow morning, 
at which time we will take up the Coast Guard budget. 


Wepnespay, Fespruary 3, 1960. 


U.S. COAST GUARD 


WITNESSES 


VICE ADM. ALFRED C. RICHMOND, COMMANDANT 

REAR ADM. JAMES A. HIRSHFIELD, ASSISTANT COMMANDANT 

CAPT. WALTER C. CAPRON, DEPUTY CHIEF OF STAFF 

CAPT. WILLIAM W. CHILDRESS, COMPTROLLER 

CAPT. SIMON R. SANDS, JR., CHIEF, RESERVE DIVISION 

COMDR. ROBERT W. GOEHRING, CHIEF, BUDGET AND COST ANALY- 
SIS DIVISION 


Mr. Gary. The committee will come to order. 


CoMPARISON OF 1960 AND 1961 BupGeETs 


We shall take up this morning the request of the Coast Guard. 
This appropriation is broken down into four items. The appropria- 
tion for 1960 was $257,250,000. The estimates for 1961 are $285,115,- 
000, an increase of $27,865,000 over 1960. 

We have with us this morning Admiral Richmond, the Commandant 
of the Coast Guard. The committee is always glad to hear from 
Admiral Richmond. 

You may proceed with your general statement at this time, Admiral. 


GENERAL STATEMENT OF THE COMMANDANT 


Admiral RicuMonp. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I welcome the 
opportunity to make a statement on our fiscal year 1961 budget 
estimates. I have divided this statement into two parts. In the 
first portion I shall discuss general trends and broad matters of 
Coast Guard interest and then, with this background, I shall discuss 
our four appropriations separately. 
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PROGRAM EXPANSION 


Over the past several years a gradual expansion of Coast Guard 
activity has developed to meet requirements of the public and of 
other agencies of the Government. While this trend has continued 
in connection with national defense, other areas of public service have 
also increased in importance. These areas are those resulting from 
the rapid increase in recreational boating; the yearly improvements in 
Federal waterways by the Army Corps of Engineers; the influence of 
the St. Lawrence Seaway on Great Lakes shipping; the gradual in- 
crease and modernization of shipping and of transoceanic aviation; 
and the development of U.S. policies on marine matters for use at 
international conferences. As a result of these developments the 
Coast Guard’s responsibilities have been growing at a slow but steady 
rate. 

In funding for new facilities required for national defense we have 
continued our funding policy by seeking reimbursement from the 
requesting agency for all costs of new programs until the facilities are 
in operation and well shaken down. Funding for operation thereafter 
is undertaken by the Coast Guard when the program falls within our 
statutory responsibilities. Thus far this funding policy has worked 
well. The ocean station program is our only major program funded 
by the Department of Defense on a continuing basis. 


LORAN 


For the past several years we have gradually expanded our loran 
station operations. Following station construction, the Coast Guard 
under the policy stated above, has sought appropriations for the 
operation of these stations. By the end of fiscal year 1961, if present 
plans are met, we will complete known requirements of the loran 
construction program. The following year should then make the 
last increment of increased operational funding for initial operation 
of the stations under the present phase of the overall program. As 
a result, the strain of rapid training and deployment of technical 
personnel and expanded engineering requirements of this program 
should taper off to more stable levels in the next few years. 


RECREATIONAL BOATING 


As I mentioned above, a significant development which continues 
the trend toward expanded activity is the rapid rise in recreational 
boating which has occurred during the past several years. There are 
an estimated 7 million boats on the vast network of navigable waters, 
most of which are under Federal jurisdiction. This number is in- 
creasing at a rate of 500,000 boats annually. In addition, the pro- 
gressive improvement of waterways in the interior rivers and lakes 
systems, as well as in coastal areas, have extended these waterways 
thousands of additional miles. The need for facilities to meet our 
law enforcement and boating safety responsibilities becomes more 
pressing annually. The workload on our personnel at existing 
facilities is excessive and growing. Furthermore, facilities are being 
requested by the public to meet safety and assistance needs in areas 
not now covered. The passage of the Federal Boating Act is inten- 
sifying this pressure for increased activity and new facilities. The 
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numbering provisions of this act will become effective April 1, 1960, 
and provision has been made in our 1960 program to begin this 
numbering in areas where the Coast Guard has responsibilities for 
numbering. The Congress has indicated that the States should par- 
ticipate in numbering. To date 23 States have approved numbering 
ear We expect additional Reverens before the deadline date, 
although it is not expected that all States will pass numbering laws. 
While the Federal Boating Act makes provision for States to assume 
certain regulatory functions on navigable waters, the act in no way 
divests the Coast Guard of its basic responsibility to enforce Federal 
laws intended to protect the public and to regulate boating activity. 
We have interpreted the act as requiring the Coast Guard to intensify 
measures prescribed under the law to insure more effective control 
of boating and promotion of boating safety. In order to accomplish 
this, we plan to reinaugurate a proven program of mobile boarding 
teams and to augment law enforcement and investigation personnel. 
With respect to boating safety and law enforcement, however, progress 
must be made toward providing facilities in areas beyond the range 
of our present units. It is doubtful that many of the States will 
pee adequate policing or rescue service or that they will pass 
egislation to provide general marine law enforcement facilities. 


AIDS TO NAVIGATION 


I would like to mention here some of the effects of the other devel- 
opments requiring expansion of programs or activity. The pro- 
essive improvement in Federal waterways by the Corps of Engineers 
as as well required a steady expansion of Coast Guard activity. For 
example, we will construct and maintain about 1,400 additional 
unmanned aids to navigation next year to mark these improved 
waterways. Some of the future projects approved for accomplish- 
ment, such as the project for improved entrance of the Mississippi 
River, may entail considerable construction. In addition, improved 
navigable waterways have steadily increased the areas open to all 
types of vessels and added to the geographic area of our responsibility. 
efore leaving this point, sir, I might redirect your attention to this 
project for the entrance of the Mississippi River. I think you are 
familiar with it. It is an approved project. There is an item in our 
budget for, you might say, a preliminary depot or staging place for 
buoys. They plan to cut a channel in to New Orleans, as you know, 
from Ship Island, roughly 95 miles, according to my recollection. All 
of that will have eventually to be buoyed with beacons on either side. 
Eventually, as it nears completion, it must be reflected in our budget. 
It is an additional expense and a very major one. At this time I| 
would not even like to estimate what it may eventually cost. 

Mr. Gary. Have you anything in this budget for it? 

Admiral RicumMonp. My cvettaction is $35,000 under acquisition 
for some buoys for marking the dredging areas, and also for servicing or 
handling the buoys. 

It is not a particularly large item, but I would say this is a very small 
beginning of what is to come. Many of these facilities will have to be 
beacons along the channel, and it is a long, unprotected channel from 
where you will enter the dredged channel and well up into the delta. 
Mr. Gary. Do you anticipate having to ask for any more for 1961? 
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Admiral Ricumonp. Not in 1961, however, this thing will take 
several years, 
(Off the record.) 
PERSONNEL 


Admiral Ricumonp. Personnel workload problems continue to arise 
primarily as a result of the steady growth of maritime activity, the 
extension of loran coverage throughout the world, and the rapid rise 
in recreational boating on Federal waters. To meet these greatly 
increased demands on our resources, we have had to impose excessive 
workloads on personnel manning our units. Lifeboat station and 
aviation personnel are required to work overly long hours without 
respite in order to provide an adequate and continuously alerted 
search and rescue capability. Merchant marine inspection personnel 
are similarly overloaded in their attempts to insure sound construction 
and safe operation of merchant vessels. 

There is an additional burden created by the high-priority, rapidly 
expanding loran program. The size of this program, its high degree of 
technological development, and the rapid rate at which its expansion 
has taken place, has necessitated the transfer of many of our tech- 
nically competent personnel from existing facilities to loran activities. 
Despite our efforts to train suitable replacements, we have been unable 
to avoid the effect of these personnel losses on the regular organization. 

The situation has been further aggravated by a rise in the average 
cost of pay and allowances made to enlisted personnel. This rise is 
attributable to three developments: The extension of sea-duty pay to 
certain vessels previously not eligible, an increase in cost-of-living 
allowances in Alaska and Hawaii, and an upswing in our reenlistment 
rate. Although the higher reenlistment rate is desirable since it will 
result in a more stable force, more efficient operations and improved 
maintenance, it creates an increased cost. Not only do we have more 
reenlistment bonuses and similar costs to meet, but we have added 
costs of an older force of men who have more longevity and more 
dependents. 

hese costs have been met in 1960 by reallocating maintenance 
funds and by reducing our military grade structure, i.e., retarding 
promotions. These moves were merely expedients to get us through 
1960. They are not a satisfactory permanent solution since they 
aggravate an already difficult maintenance program and lower morale 
to the point where the reenlistment rate in all probability will suffer. 
Accordingly, as explained later, the 1961 budget includes funds to 
rectify this situation. 

PHYSICAL PLANT 


If you will recall, last year I discussed with the committee the 
condition of our physical plant. At present 40 percent of our shore 
structures are over 50 years of age and growing in obsolescence. The 
floating plant as well is aging rapidly, many of our vessels being over- 
age at present. We are reaching the point in many areas where repair 
or rehabilitation is not economical and in some cases not physically 

racticable. In recognition of this problem increased appropriations 
ave been granted in recent years. However, the backlog of needed 
repairs has continued to grow. At the present time our recorded back- 
log of deferred work for the shore and floating plant is about $22 mil- 
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lion, excluding major urgent repairs to keep the older 165- and 83- 
foot craft in operating condition. In order to portray more realisti- 
cally our broad maintenance program our estimates have been laid 
out graphically in the budget document based on detailed statistics 
gathered from our maintenance officers throughout the service. 
These estimates show that the backlog of repairs is rising gradually as 
a result of rising costs, growing obsolescence and deterioration. The 
solution lies not only in increased maintenance funds but in the 
establishment of an adequate replacement program as well. Without 
such a program we cannot keep our maintenance costs within reason- 
able limits. 

Although I have spoken of a replacement program, a more descrip- 
tive term would be replacement and modernization. Since the 
readjustment period following World War IT the Coast Guard’s tasks 
have gradually expanded. New programs have been added and 
others have changed in emphasis. These increased tasks have been 
accomplished for the most part through the use of existing facilities, 
which year-by-year become less adequate. We are hopeful that our 
shore and floating plant replacement and modernization program can 
be accelerated to keep pace with operational demands. By imple- 
menting the joint report on aviation we will be able to gradually 
obtain the numbers and types of aircraft and aviation facilities 
to meet modern and foreseeable needs. In other fields such as search 
and rescue, merchant marine safety, aids to navigation, we have made 
progress toward modernization. Recently, a board of senior officers 
has completed a survey of our floating plant, with particular attention 
being paid to the replacement needs of the Coast Guard as the same 
may reasonably be expected to develop in the next few years. This 
survey does not contemplate any program based on a replacement of 
vessel for vessel, but one which aims at providing the service with the 
number and type of vessels required for our present and foreseeable 
needs. For instance, 165-foot and 125-foot patrol craft were originally 
designed for patrol against smugglers (rumrunners), a Coast Guard 
mission which presently is of minor importance. Our thoughts on 
shore plant replacement are similarly aimed toward providing facilities 
needed to carry out present-day and future operational commitments, 
rather than merely replacing one structure with a newer facsimile. 

Major portions of our requests for additional funds to improve our 
physical plant are set forth both under ‘Operating expenses” for main- 
tenance and under ‘‘Acquisition, construction, and improvements’”’ for 
plant replacement. Acceleration is required in the rate of expenditure 
for both replacement of our wooden hulled and overage small craft 
and in the replacement and modernization of our older and obsolete 
buildings and shore facilities. Improvement is also necessary in the 
rate of expenditure of funds to retard the rate of growth of our backlog 
of needed repairs to both ship and shore stations. This latter condi- 
tion has caused us increasing concern, because of the increasing 
necessity for diverting funds to keep our older ships and stations in 
operation until replacements can be programed. 

Two items under our shore construction program, I feel, may be 
of special interest to the committee. We have requested funds to 
replace two lightships with fixed structures to be constructed along the 
general lines of a “Texas tower.’ The development of this “tower- 
type” aid will permit us to furnish better navigational assistance to 
the mariner at less cost. 
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Our budget contains two items for improvement at the Academy. 
Additional classroom space will be provided in existing buildings and a 
new maintenance building will be constructed. As you recall, last 
spring the Officer Candidate School and the Officer Indoctrination 
School were transferred to the Reserve Training Center at Yorktown. 
This move made it possible for us to get started toward reorganizing 
the physical layout of the Academy plant to improve its utility. 

There is another aspect of our maintenance problem which ordinarily 
would not be of sufficient import to mention to the committee. The 
storm damage sustained by our units is often acute. In normal 
years these costs are defrayed from maintenance funds. However, in 
some years the diversion of funds from other programs is necessary 
to meet these costs. Although the extent of this year’s damage is in 
excess to our normal experience, it has been possible thus far to meet 
costs of repair from regularly appropriated funds. 

I hope that the general background presented thus far will give you 
a more meaningful understanding of the estimates to follow. Our 
estimates are divided into four separate appropriations: “Operating 
Expenses’’; ‘‘Acquisition, construction and improvements”; ‘‘Retired 
pay’’; and “Reserve training.”’” The total of our requests under these 
appropriations amounts to $285,115,000, an increase of $27,065,000 
over that of 1960. Of this increase $18,200,000 is for increased 
programs under “Operating expenses”; $7,865,000 is for increased 
“Acquisition, construction, and improvements” ; $500,000 for ‘“Reserve 
training’; and $500,000 for “‘Retired pay.’’ I would like to discuss 
now our program increases under each applicable appropriation. 


PROGRAMS UNDER “OPERATING EXPENSES” APPROPRIATION 


The new obligational authority requested under “Operating 
expenses” for 1961 is $208,000,000, an increase of $18,200,000 over 
the 1960 appropriation. Before discussing the programs involved in 
this fund increase, I feel that it would be helpful if I pointed out an 
unanticipated development which occurred in 1960 and which con- 
tributes to the need for increased funds. 

During 1958-59 a marked upturn in reenlistment rates occurred, 
and with this change we experienced higher military pay and allowance 
costs. A cross-sectional view of our military personnel indicated that 
the average enlisted man in the Coast Guard had greater longevity, 
more men had dependents, and the number of dependents per man had 
increased. In effect, this development has increased annual costs by 
$2,895,000. At the same time we were faced with additional military 
personnel costs of $570,000 per year caused by increased cost-of-living 
allowance rates overseas and extension of sea-duty pay for duty on 
vessels heretofore not eligible for these payments. In total, then, we 
had to find $3,465,000. This was done during the current year by 
reallocating $1,295,000 from plant maintenance funds and by reducing 
the military grade structure by $2,170,000. 

Now, if we are forced to absorb these costs in future years, as we 
have in 1960, our maintenance program will fall further behind require- 
ments than it already is. In view of the discussion which I have 
already presented concerning the condition of our plant, I am sure 
that you will agree that the reallocated maintenance funds must be 
restored in 1961. Accordingly, $1,295,000 has been included as part of 
the maintenance program discussed later. 
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Similarly, we have included as a major program increase the 
$2,170,000 required for restoring military grade structure to its 
authorized level. This would provide for promotions of enlisted 

ersonnel to higher grades to fill existing vacancies in higher ratings. 

feel that this is necessary for general morale of the service as well as 
to insure a continuing favorable reenlistment rate. Whereas these 
reenlistments are presently costing us more money, they will pay 
future dividends in improved operational effectiveness and in better 
plant maintenance. 
LORAN 


In all, our 1961 estimates for “Operating expenses” consist of 6 
major program increases which consume about 80 percent of the total 
increase requested. First, we are requesting funds for the operation 
of additional loran stations being completed in fiscal years 1960 and 
1961 with Department of Defense funds. Under present plans, fiscal 
year 1961 should mark the completion of construction, although some 
additional funding for operation will be required in fiscal year 1962. 
The funds requested in 1961 will provide for the operation of three 
stations for the full year and four stations for one-half year and will, 
as well, defray costs of maintaining one station in standby status, and 
operating monitors and administrative and logistic support facilities. 
Two of these stations will be operated by the nations in whose ter- 
ritories they are located, operating costs being paid directly to those 
nations by the Coast Guard. At a third station, Coast Guard and 
foreign personnel will combine to operate the station until the host 
nation is ready to assume full operating responsibility. We are train- 
ing foreign technicians to qualify them for equipment operation. 


MAINTENANCE 


Secondly, we are requesting an increase in our maintenance program 
totaling $4.4 million, of which $1,295,000 is for restoration of funds 
reallocated in 1960 to meet personnel costs. Of the $4.4 million 
increase, about 30 percent is for aviation, 30 percent for vessel mainte- 
nance, and the remaining 40 percent for shore plant maintenance. 
The need for increased maintenance funds stems from three factors: 
the rising costs of labor and materials; the growing obsolescence and 
deterioration of our plant; and the increasing complexity of new 
opryunant. Because of the age and wartime construction of certain 
of our vessels, we are forced to expend increasing amounts of money 
to keep them in operating condition. For instance, it is not unusual 
to expend $70,000 for hull repairs to 83-foot patrol boats, whereas the 
normal repair cost of these vessels should be about $10,000 annually. 
In the case of a small tug recently repaired, it required the outlay of 
$60,000 just for hull repairs. Fortunately, we have been able to 
replace a sizable number of these vessels with new craft. However, 
in the case of our old, medium-size patrol craft, we are expending funds 
close to $200,000 per vessel to keep them seaworthy for a few more 
years. These expenditures contribute to the growing backlog of 
repairs to other vessels through such unscheduled large expenditures. 
These same conditions exist with respect to our shore plant. The 
shore plant is old and, in addition to the effects of age, becoming more 
and more obsolescent for modern operations. 
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The $1,225,000 requested to meet our aircraft maintenance problem 
stems principally from the fixed scheduling of overhauls. Safety 
requirements make it necessary to accomplish complete overhauls of 
aircraft at fixed intervals. Twenty-one aircraft will become due for 
overhaul in fiscal year 1961, an increase of seven over 1960. 

Our estimates of the accruing backlog of repair work of the shore 
and floating units have become more firm during this year as a result 
of improved engineering administration and reporting. When past, 
current, and future estimated maintenance requirements are shown 
graphically, the definite increasing rate of growth of our maintenance 
needs becomes evident. At present, the rate of increase in needed 
repair work is nearly $5 million annually. The maintenance funds 
requested under this appropriation will halt the rate of growth of our 
maintenance backlog. Future needs for funds for these programs, 
however, cannot be disregarded; the backlog of repair work will 
remain sizable and increase unless obsolescent and aged vessels and 
structures are replaced. 

BOATING SAFETY 


The third expanded program which I would like to discuss provides 
for numbering of boats in accordance with established laws and for 
boating safety as reemphasized by the Federal Boating Act of 1958. 
Our total request under this program is for $1.7 million. Of this 
amount $0.4 million will provide funds to continue the numbering of 
boats prescribed in the 1958 act. The amount requested for 1961 
will permit us to number the remainder of the boats not numbered 
in fiscal year 1960 and carry out transactions concerning changes of 
ownership and similar actions. In making our estimates of the 
number of boats to be federally numbered we have assumed that the 
States which have passed boating legislation will aggressively set up 
administrative regulations which can be approved under the act. 
In other words, our estimates are optimistic in assuming that there 
will be considerable State participation in the numbering system. 

I might at this point say that there are 30 States with acts author- 
izing the numbering, of which 23 have been approved and 7 of which 
are still under consideration. It may be that not all 7 will be accepted 
before April 1, because one or two of the acts, even though they knew 
what they were doing, were deficient under the law and théir num- 
bering could not be approved by the Secretary. But we are still 
hopeful that one way or another we can work around it so that all 30 
will qualify before April 1 to take over. 

There are four States whose legislatures meet this spring, and we 
hope they will enact legislation that will allow them to take over. 

hat leaves 17 States that have either failed to enact legislation 
or in 1 or 2 instances are not interested in enacting legislation. There- 
fore, the Federal numbering system, at least for the immediate future, 
will have to continue in those States. I should say 16 States and the 
District of Columbia rather than 17 States. 

I feel that the committee will be interested in the remaining portion 
of our request under this program for boating safety for which we are 
requesting $1.3 million. With these funds we hope to establish 20 
mobile boarding teams and 2 manned moorings, and provide addi- 
tional investigation personnel. The mobile boarding teams, consist- 
ing of four men, a boat, and vehicle, will operate principally in the 
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inland Federal waterways under our district commanders and conduct 
boarding and law enforcement operations. These mobile teams have 
been used in prior years and met with unanimous approval by both 
the boating public and Coast Guard commanders. The reinstatement 
of these teams will provide us with much needed means of promoting 
boating safety and law enforcement. 

The two manned moorings will be established in areas requiring 
permanent facilities for law enforcement, boating safety, and search 
and rescue work. Unless we can establish these permanent facilities, 
we will be forced to divert personnel from other areas where existing 
facilities are already strained. 

The penalty provisions of the Federal Boating Act, together with 
the numbering provisions, have emphasized our continuing need for 
law enforcement and investigation personnel. These provisions in- 
clude the requirement to investigate accident cases involving as little 
as $100 in damages. Since this will greatly increase our investigation 
workload, with present forces we will be unable to handle the admin- 
istrative load of receiving, analyzing, publishing, and investigating 
both reported accidents and incidents of reckless operation. For this 
reason we are asking for 30 additional personnel. 

Our latest estimate of the number of boats in our navigable water- 
ways is 7 million. This number is expected to increase by 500,000 
annually. With these figures in mind it is rather difficult to foresee 
the effect which State participation in the boating safety field will 
have on future Coast Guard needs for law enforcement and investi- 
gation. At the same time the Federal Government cannot abdicate 
its responsibilities for law enforcement on its navigable waters. 

At this point I might insert here that we estimate that in the States 
that have already been approved the number of boats will probably 
be around 2 million. In those pending approval, the 7 States I indi- 
cated, there are approximately 800,000 boats. Of course these are 
only estimates. The 4 States we mentioned that we hope will come 
under the system by July 1 have 227,000 boats. That leaves roughly 
1 million boats we estimate will probably require Federal numbering. 


PERSONNEL WORKLOADS 


The fourth major program increase I would like to discuss is that 
of personnel required to reduce to reasonable levels the workload at 
certain types of units. Our personnel at lifeboat stations and aviation 
units continue to average in excess of 100 work-duty hours per week. 
At the beginning of fiscal year 1960 detailed workload surveys showed 
that lifeboat station personnel remained in a duty status for 124 
hours per week. For aviation unit personnel this figure was 114. 
Appropriations for fiscal year 1960 will permit the reduction of these 
working hours to 111 and 112 hours respectively. Personnel affected 
by this workload are assigned along our coastal areas at 150 air and 
shore units. By the end of this year we will have added about 260 
personnel to these units. However, the shortage of manpower con- 
tinues. At our air stations highly qualified men must be diverted in 
many cases to routine housekeeping chores and other duties requiring 
unskilled labor because of still existing shortages. With the increase 
requested, we hope to provide an additional step in reducing the 
workload and making more efficient use of our skilled personnel. 
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Our plans are to assign men equitably to the most overworked units, 
particularly those located in areas with heavy boating activity. This 
request is a continuation of a program begun last fiscal year. 

The fifth important program increase amounts to $2.2 million and 
is required to permit resumption of normal promotion schedules and 
thereby restore the military grade structure to its authorized level. 
I have already discussed this program. 


AIR SEARCH RADAR 


The last major item for which we are seeking increased obliga- 
tional authority under this appropriation is the installation of new 
air-search radars aboard our large cutters. We estimate that a total 
of $3 million will be required to install these radars aboard all 36 
cutters. This is a 3-year program starting in 1961 with $1 million 
for the installation of radars aboard nine ships and for procurement 
of antennas for later installation on the remaining vessels. The air- 
search radars aboard our large cutters are obsolescent and unreliable. 
They do not provide the degree of acuity required for their mission, 
particularly for high speed or small targets. Further, they are in- 
capable of providing the extreme upper air data now required to 
forecast weather for the higher flying, particularly jet, aircraft. We 
have received reports of increasing numbers of aborted patrols and 
missions due to breakdown of this equipment. The dependability of 
these radars has been a subject of increasing concern to our com- 
manders who are responsible for ocean stations and search and rescue 
operations. As you know, all our cutters must be capable of con- 
trolling an aircraft ditching operation at sea and of controlling the 
search operations of several aircraft simultaneously. Theposdekiliie 
is essential to these operations. Built in World War II years, these 
radars require excessive maintenance to keep them in operation. In 
addition, spare parts for them are increasingly difficult to obtain since 
the basic equipment is no longer manufactured. 

The new radars will be of modern standard design and capable of 
greater detection range and acuity than the obsolete sets. In addi- 
tion to reducing breakdowns, the modern set will greatly improve 
our operating capability and military readiness. The new radars are 
being procured by the Navy and will be transferred at no cost to the 
Coast Guard, but the Coast Guard must pay for installation costs 
and for procurement of antennas. 


AIRCRAFT MODIFICATION AND OVERHAUL 


The remaining items requested under this appropriation amount to 
$3.7 million, of which $1.2 million is requested for completion of the 
modification and overhaul of the UF-1G, our medium-range amphib- 
ious aircraft. The final nine aircraft of this type in our inventor 
will be completed under this item. This modification, as you recall, 
will improve flight characteristics and range of these aircraft by elim- 
inating poor de-icing characteristics and providing better wing design. 
As an additional advantage this overhaul and modification will add 
an estimated 5 years to the useful life of these planes. I would be 
remiss if I did not point out to the committee the effect rising costs 
have had on this program. The estimates used in requesting appro- 


het AF 34T BERD Rew 


st4 


te 








526 


priations for this program in 1960 were based on previous costs per 
plane of $77,000. However, the 1960 costs have been $116,000 per 
aircraft, so that we have had to request new obligational authority 
in 1961 to complete the program. 


MISCELLANEOUS PROGRAMS 


The remainder of our request amounts to $2.5 million, of which 
$0.4 million is requested for operation and maintenance of unmanned 
aids to navigation which will be installed in the wake of Corps of 
Engineers navigable waterway improvement projects. We estimate 
that 1,373 aids of this type will be installed. they include lighted 
and unlighted buoys and radio beacons. 

The remainder of the items included in our obligation requests 
afe more minor in nature. Funds requested in fiscal year 1961 will 
provide for the operation of two additional C-130-type aircraft as 
part of our aviation program. This will bring the total C—130 air- 
craft in operation in 1961 to six. The maintenance and support 
personnel requirements for these new and more complex aircraft 
are somewhat higher than for the R5D they replace. We plan 
to procure modern detection equipment for our port security units. 
In recent years it has become increasingly evident that the number of 
cadets graduated from the Academy must be increased to supply 
required numbers of officers qualified for all phases of general duty 
and for postgraduate training. We have been unable to provide 
sufficient officers qualified for postgraduate work or special training 
from other sources. Accordingly, our estimates for fiscal year 1961 
provide for an increase of 50 cadets. Provision in our estimates is 
made for a small increase in our internal inspection forces. The 
increase in established units, particularly those in oversea areas, 
makes it difficult if not impracticable for our inspection teams to 
visit all units. The purpose of these inspections is to determine for 
the Commandant whether each unit is properly performing its mis- 
sion. Provision is made as well for the establishment of an emergency 
communications circuit which will tie together the search and rescue 
facilities of the Navy, Air Force, and Coast Guard in the Boston 
area. The estimate presented is the Coast Guard’s prorated share 
of the costs of this circuit. Another small item is the provision in 
our estimate for the Coast Guard’s costs as a principal participant in 
the International Lighthouse Conference to be held in October 1960. 
The estimates cover administrative expenses, transportation, and 
exhibits, as well as minor incidental expenses. Finally, $14,000 is 
requested to purchase new passenger motor vehicles. 

ile I have touched lightly on the minor items just mentioned, 
each has been examined carefully as to urgency and justification 
prior to inclusion in our estimates. I am prepared to furnish addi- 
tional information on any of them should the committee desire. 
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OpgERATING EXPENSES 


Program and financing 
















































































1959 actual | 1960 estimate | 1961 estimate 
Program by activities: 
Direct program: 
1. Vessel operations $49, 270, 000 , 953, 700 $54, 118, 600 
ZS. AVIBEIOR CPOTORIONS. . nn nccccscncccencesccctsGens 19, 621, 000 22, 716, 100 25, 019, 900 
3. Shore stations and aids operations... -| 49,985, 000 52, 302, 700 58, 998, 784 
4. Repair and supply facilities. -...... - 5, 287, 000 5, 749, 600 5, 796, 400 
5. Training and recruiting facilities. -....... 3 , 261, 000 7, 301, 700 7, 674, 900 
6. Administration and operational control _ - é 23, 077, 000 25, 860, 500 27, 271, 716 
7. Other military personnel expense................-- 19, 506, 000 20, 480, 500 , 254, 
8. Supporting programs... 5, 701, 406 6, 959, 500 6, 959, 500 
Total direct program costs -_......--...--------- 179, 708, 406 192, 324, 300 210, 093, 800 
9. Unfunded adjustments to total direct program 
costs: Property or services transferred in (—) 
without charge, net--- aes —324, 106 —4, 770, 000 —3, 134, 000 
Total direct program costs, funded-_........... 179, 384, 300 | 187, 554, 300 206, 959, 800 
10. — of costs to accrued expenditur 
s financed from accrued cee: of 
we WOOTE, HG (=) vs nescasccccucsesacuccees —523, 670 = 
Expenditures accrued for costs of other years, 
net. 2, 245, 700 559, 700 
Total direct program accrued expenditures.| 178, 860,630 | 189, 800,000 207, 519, 500 
Unpaid undelivered orders brought forward_____._..- —14, 008, 143 | —13, 366, 834 | —13, 366, 834 
Adjustment of unpaid undelivered orders brought for- 
ward... TI 876 bnsdesciineceigeluxesehacdponce 
Unpaid undelivered orders carried forward_........- 13, 366, 834 13, 366, 834 13, 847, 334 
Total direct program (obligations) _.............-... 178, 329, 591 | 189, 800, 000 208, 000, 000 
Reimbursable program: 
11. Operation of ocean stations (Navy) -.-.--.....-.-.-.- 16, 885, 000 16, 885, 000 16, 980, 000 
12. Miscellaneous services to other accounts.........-- 12, 248, 907 14, 795, 000 17, 355, 000 
Total reimbursable program costs-_............-- 29, 133, 907 31, 680, 000 34, 335, 000 
13. Relation of costs to accrued expenditures: 
Expenditures accrued for cost of other years, 
net. 151, 394 
Total reimbursable program accrued expen- 
NS eer ae 29, 285, 301 31, 680, 000 34, 335, 000 
Unpaid undelivered orders brought forward___...-. —626, 932 | —1, 862,278 —1, 862, 278 
—_— of unpaid undelivered orders brought for- ean 
Jt a dGanecenabdsKdedusabisiadcd sh nanedaneinnenRM , 008 
Unpaid undelivered orders carried forward---.......-- 1, 862, 278 1, 862, 278 1, 862, 278 
Total reimbursable program (obligations) _........-. 30, 581, 655 31, 680, 000 34, 335, 000 
Total program (obligations) 208, 911,246 | 221, 480,000 242, 335, 000 
Financing: 
1959 appropriation available in 1958_......--..--.--.---.-. 1, 111, 356 
Advances and reimbursements from— 

COUROT RODDUIING 3 ck datbekiks onacecnnndasendunwncnacee —30, 348, 634 | —31, 580,000 | —34, 235,000 
Non-Federal sources (40 U. 8.C. 481 eae —233, 021 —100, —100, 
Unobligated balance no longer available-__-.-....-...--..- 8B, GOB lsesecucsscsuccleuscaboccsecee 

Appropriation (new obligational authority............. ~| 179,500,000 | 189, 800, 000 208, 000, 000 














50114—60——34 


ee BRIS 


s 


wae 3s 

































2 eee weReee &- 


e555 OSS FF RRS Ee 


528 


Object classification 


































































1959 actual | 1960 estimate | 1961 estimate 
Direct program: 
Military: 
DID I oe oor et cnacanssnakeenenoerney 26, 262 26, 579 27, 644 
o Number of military personnel at end of year__-------- 26, 047 26, 579 27, 644 
ivilian: 
Total number of permanent positions_---.....-------- 3, 392 3, 391 3, 436 
Full-time equivalent of all other positions- 47 50 50 
Average number of all employees-_--------- 3, 149 3, 167 3, 212 
Number of employees at end of year__.-.------------- 3, 400 3, 369 3, 414 
Average GS grade and salary--.-.-.-.-.--.----------------- 5.7 $5,123 | 5.7 $5,235 | 5.7 $5, 284 
Average grade and salary established by head of agency: 
| ri ee aR eee Sea: $3, 727 $3, 812 $3, 840 
Average range (lighthouse keepers) - - $3, 309-$3, 750 |$3, 309-$3, 843 | $3, 309-$3, 843 
Average salary of ungraded positions_.........------------ $5, 166 $5, 215 $5, 215 
01 Personal services: 
Permanent positions: 
Re EEE a ae ee $98, 122, 500 | $100, 391,000 | $108, 763, 200 
I a re ooo es a iinlawaeiaeeee 15, 909, 807 16, 175, 500 16, 392, 300 
Positions other than permanent_._._..-.-.--------- 220, 613 223, 000 223, 000 
Other personal services-_-..-.--..-.---------------- 239, 404 279, 000 241, 000 
Total perponal servioes.........-.-.-.-..-.-.2.2-.. 114, 492, 324 | 117,068, 500 125, 619, 500 
NR a oni sci evinnenae iuix mua 4, 952, 200 5, 539, 000 6, 331, 000 
03 Transportation of things.........--------------------- 2, 890, 700 2, 943, 000 3, 500, 000 
Ol Comment serview.............................. 1, 125, 000 1, 265, 000 1, 439, 000 
05 Rents and utility services..............--..----------- 1, 420, 000 1, 453, 000 1, 512, 516 
06 Printing and reproduction---_-.--.------------------- 398, 000 472, 000 572, 
07 Other contractual services. .....................-..... 13, 952, 000 15, 784, 000 18, 280, 000 
Services performed by other agencies_.__---..-.---- 2, 902, 000 3, 000, 000 3, 000, 000 
ee ee eee 23, 119, 000 25, 967, 000 29, 177, 484 
i nn ee cc uawepndien 10, 111, 691 12, 544, 000 14, 700, 000 
a ee OO I ne ie nenckaronnesion a 250, 000 250, 000 
11 Grants, subsidies, and contributions. _.............--- i 1, 205, 000 1, 221, 000 
12 Pensions, annuities, and insurance claims wad 931, 100 460, 000 28, 000 
13 Refunds, awards, and indemnities__- Ske 450, 600 57, 000 57, 900 
gg eee 1, 541, 000 1, 812, 000 2, 032, 000 
1959 program obligated in 1958_...........-.-------------- ERED bacdeduscbaubsdingennessunaane 
a ik ins a Nawe haw 178, 349, 259 189, 819, 500 208, 019, 500 
Deduct quarters and subsistence charges_.-...------------ 19, 668 19, 19, 
I RI NIE ks baal cee acces 178, 329, 591 | 189, 800, 000 208, 000, 000 
Reimbursable program: 
Total number of positions: Military_.-.......-...-------- 3, 389 3,170 3, = 
Full-time equivalent of all other positions_......----.---.- 2 10 
Average number of all employees_-_-.-.-.--.------------- 3, 391 3, 180 3, 180 
Number of employees at end of year_..-.-..-------------- 3, 394 3, 180 3, 180 
01 Personal services: 
RN ee ae a ori ee iciwadas $11,977,000 | $11, 169, 500 $11, 169, 500 
Other personal services: Civilian_.....-...-------- 15, 600 55, 55, 
ene pereonnl eervices..............-.....5-.---= 11, 992, 600 11, 225, 000 11, 225, 000 
te, BR eee ee - 921, 600 1, 103, 000 1, 134, 000 
03 Transportation of things........._- 364, 000 320, 000 , 000 
04 Communication services__.......-- 125, 000 139, 000 154, 000 
05 Rents and utility services...-.-._.- 158, 000 159, 000 169, 000 
06 Printing and reproduction. -____-..._- 41, 000 41,000 41, 000 
07 Other contractual services _.....__- 7, 238, 717 7, 500, 000 10, 305, 000 
08 Supplies and materials..............- 6, 708, 638 7, 253, 000 8, 403, 000 
. | =i aS eae 2, 856, 000 3, 729, 000 2, 315, 000 
11 Grants, subsidies and contributions. -____- Pear 1, 500 4, 000 4, 000 
12 Pensions, annuities, and insurance claims_- 15, 900 16, 000 7, 000 
Ce ea eee 158, 700 191, 000 204, 000 
Total reimbursable obligations.....................- 30, 581, 655 31, 680, 000 34, 335, 000 
NN ict can ceee narnia 208, 911,246 | 221, 480,000 242, 335, 000 
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Mr. Gary. Under “Operating expenses’’ the appropriation for 1960 
was $189 million. The estimate for 1961 is $208 million. The in- 
crease over the appropriation for 1960 is $19 million. 

In addition to the $189 million appropriated for 1960, $800,000 
was appropriated in the Mutual Security Appropriation Act of 1960, 
Public Law 86-383. That was a supplemental appropriation that 
was put into that law. Therefore, your increase over the original 
1960 appropriation plus the supplemental is $18,200,000. 


JUSTIFICATION MATERIAL 


We will insert in the record at this point pages 1 through 7 of the 
justifications. 
(The pages follow:) 


Analysis of appropriation base for fiscal year 1961 








Regular appropriation, 1960 act. ............--.------------.- $189, 000, 000 
Supplemental appropriation for 1960___-__-------------------- 800, 000 
Total appfopriation, 1960__...........-------.52--ue ss 189, 800, 000 
Cost reductions: 
Activity No. 1. Vessel operations__........-.------------- 1, 954, 700 
Activity No. 2. Aviation operations. _..._._-.--------.---- 2, 709, 200 
Activity No. 3. Shore stations and aids operations___----_-- 1, 268, 900 
Activity No. 4. Repair and supply facilities.__........__--- 25, 900 
Activity No. 5. Training and recruiting facilities___________ 95, 300 
Activity No. 6. Administration and operational control - - - -- 217, 884 
Activity No. 7. Other military personnel expense. --- ------- 125, 000 
Activity No. 8. Supporting programs-_-__-._-----_.-_------ 14, 000 
Activity No. 9. Relation of costs to obligations-__.______--- 650, 000 
WOtE TOOUGUGNES ce ko = 8 See thee Soe ee aueeaeee ances 7, 060, 884 
Cost additions: 
Activity No. 1. Vessel operations___-_..-.---------------- 1, 677, 500 
Activity No. 2. Aviation operations___..__--..------------ 676, 600 
Activity No. 3. Shore stations and aids operations_____-_---- 1, 788, 300 
Activity No. 4. Repair and supply facilities__..._....____-_- 46, 800 
Activity No. 5. Training and recruiting facilities. ..____ ~~ 172, 500 
Activity No. 6. Administration and operational control_____ - 310, 200 
Activity No. 7. Other military personnel expense_ _--------- 378, 100 
Activity No. 9. Relation of costs to obligations___________-- 600, 000 
WOtR WAUODN <5 Joes na bee emuscs docecu eee eee ew nedes 5, 650, 000 
Pent in Dae! 8 oe Se Sk ease or 1, 410, 884 
Appropriation base for 1961_____.---------------------- 188, 389, 116 
Increase over appropriation base for 1961______-_-__-_---------- 19, 610, 884 
Appropriation estimate for 1961___________--_---------- 208, 000, 000 


Increase or decrease from total appropriation, 1960- -_---- 18, 200, 000 
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Comparison of appropriation base with appropriation estimate for 1961 




















Appropriation base | Appropriation esti- Increase (+-) or 
for 1961 mate for 1961 décrease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
positions positions positions 
| Se ee ee ee ee 50, 676, 500 |.--------- 54, 118, 600 |-..-..---- 3, 442, 100 
2. Aviation operations.... --.-.---.|---------- 20, 683, 500 |-.-.------ 25, 019, 900 |-.--..-.-- 4, 336, 
3. Shore stations and aids opera- 
EEO SS See 52, 822, 100 |..-.--.--- 58, 998, 784 |........-- 6, 176, 684 
4. Repair and supply facilities. --...|-....-..-- 5, 770, 500 |..--..-.-- Oy ee , 900 
5. Training and recruiting facilities._|_........- A 5 ae A) en 296, 000 
6. Administration and operational 
| inet uae bined AEE Sie TATRRERE 25, 952, 816 }......-.-- Be: | ene! 1, 318, 900 
7. Other military personnel ex- 
“See, Weare 20, 733, 600 |.--------- 24, 254,000 |-.-------- 3, 520, 400 
8. Supporting programs... --.-.----|---------- 6, 945, 500 |_.-------- 6, 959, 500 |....-.---- 14, 000 
ee 29, 722 |190, 963, 416 30, 856 |210, 093, 800 1,134 | 19, 130, 384 
9. Relation of costs to obligations. -.|........-- —2, 574, 300 |. ...-.-..- —2, 098, 800 |......--.- 480, 500 
WN ocd anc wocnbeebeckesescalnaxwacaned 188, 389, 116 |..-.---.-- 208, 000, 000 |....-.-.-- 19, 610, 884 
Adjustment in base (net) -....-.-.-- $38 $-7-1, O10 G08 |=. 2 2055-2$.5--5222L 6. —24 | —1, 410, 884 
Total appropriation 1960 and 
appropriation estimate for 
a 29, 746 |189, 800, 000 30, 856 |208, 000, 000 1,110 | 18, 200,000 























GENERAL STATEMENT 


The duties of the Coast Guard embrace, in general terms, maritime law enforce- 
ment; limited security of certain important ports and waterfront facilities; saving 
life and property; providing navigational aids for maritime commerce; promoting 
the safety of the American merchant marine; and maintaining a state of military 
readiness to serve as part of the Navy in time of war or national emergency. 
These varied duties are reflected in the budget program which is presented under 
eicht activities as follows: (1) Vessel operations, (2) aviation operations, (3) shore 
stations and aids operations, (4) repair and supply facilities, (5) training and re- 
cruiting facilities, (6) administration and operational control, (7) other military 
personnel expense, and (8) supporting programs. 

The 1961 budget reflects savings from previous year programs generated by 
decommissioning one lightship, completing the 1960 modification program for 
UF-1G aircraft, having 1 less day of civilian pay in 1961, and completing the 
1960 passenger vehicle procurement program. Partially offsetting these base 
reductions are base additions to meet the annualized cost of increased social 
security rates and to extend proficiency pay and supergrade ratings to enlisted 
personnel. In addition, as part of the continued effort through the reorganization 
of shore facilities, to obtain maximum utilization of personnel, base changes are 
taken for the disestablishment of several shore stations and the establishment of 
two manned moorings. 

The budget also reflects as base changes reallocations of engineering mainte- 
nance funds and a lowering of the military grade structure which were necessary 
in 1960 to provide funds to meet increased military personnel costs. These in- 
creased personnel costs resulted from increasing numbers of reenlistments which 
thereby created greater average longevity of personnel and greater numbers of 
dependency allowances; a recent requirement to extend sea-duty pay to vessels 
which previously had not been eligible; and increases in cost-of-living allowances 
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authorized for military members in Alaska and Hawaii. Those reallocations are 
tabulated below: 





Application of funds 





Source of funds Increased 
longevity and/ Cost ofliving| Sea pay Total 
dependency | allowances 











allowances 
R2, Reduced scope of engineering repair_-.........- 1 $1, 295, 000 $1, 295, 000 
R3, Reduction of military grade structure_.......-- 1, 600, 000 $340, 000 $230,000 | 22,170,000 
Total... 2,895, 000 340, 000 230, 000 3, 465, 000 




















1 Restoration of these funds in 1961 is included as part of program B, ‘Increased maintenance require- 
ments”’ in the following amounts: Shore stations and aids operations, $680,000; vessel operations, $615,000. 

a Complete restoration of these funds in 1961 is requested under program C, “Restore military grade 
structure.”’ 


With the establishment of the 1961 base, program increases are requested for 
the increased cost of operating two C-130 aircraft which replace overage, long- 
range land planes; increased aircraft overhaul costs; increased maintenance re- 
quirements to stem the rising rate of growth of the engineering repair backlog; 
final completion of the program for modification of UF-1G aircraft to improve 
flight characteristics; restoration of the military grade structure which was re- 
duced in fiscal year 1960 to fund rising personnel costs; installation of modern 
air-search radar on major cutters to replace obsolescent and deteriorated equip- 
ment; and installation and operation of three search and rescue networks to pro- 
vide more effective communications in high activity areas. 

Eight additional loran transmitting and three system monitor stations (one 
of which is a subunit) will be operated and maintained overseas in fiscal year 
1961 to meet requirements of the Department of Defense. Logistic support for 
these stations will be provided by three aircraft, one vessel, and one coordinating 
office. Operating costs for some of these facilities during their shakedown will 
be funded by the Department of Defense. Construction funds for these facilities 
have been provided in fiscal years 1959-60 by the Department of Defense. 

Additional aviation, lifeboat station, and merchant marine safety personnel 
will be provided to reduce military personnel workloads in programs essential to 
the Coast Guard’s mission. The aviation personnel are required as another phase 
in the overall plan to achieve satisfactory aviation manning standards in ac- 
cordance with the revised joint report on the ‘‘Requirements of Coast Guard 
Aviation, 1958.”” The personnel at lifeboat stations will be augmented to reduce 
the current excessive per capita work-duty load. Finally, to provide adequate 
services in the field of merchant marine safety, additional personnel are required 
for inspection of vessels, offshore oil rigs, and charter-service boats. These in- 
creases are a continuation of the phased augmentation begun in fiscal year 1960. 

To support the required level of activity in other functions, additional personnel 
are required to provide technical support for the port security program; to provide 
and support 50 additional cadets at the Coast Seaea Academy, and to improve 
the adequacy of the inspection program for Coast Guard units. The additional 
port security personnel are required to operate and to train other personnel to 
operate special detection equipment which will be procured under the same 
program. 

In October 1960 the International Technical Conference on Lighthouses will be 
held in the United States for the first time. The Coast Guard and the Office of 
International Conferences, State Department, will be joint hosts for these con- 
ferences. Estimates are included to fund the Coast Guard’s responsibilities in 
connection with this conference. 

Fund requirements are included to establish and operate 20 mobile boarding 
teams and 2 manned moorings for law enforcement and promotion of boating 
safety throughout the vast networks of waterways which come under Federal 
jurisdiction and on which boating safety requirements have increased beyond the 
capability of present Coast Guard facilities. Also included are funds to continue 
the provisions of the Federal Boating Act of 1958 relative to numbering motor- 
boats, investigating boating accidents and violations, and imposing penalties for 
reckless or negligent operation of such craft. That portion of the act dealing with 
numbering of boats is scheduled to begin April 1, 1960, and a supplemental 
appropriation of $800,000 has been provided for this purpose in 1960. 
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This budget further provides for maintaining 1,373 additional unmanned aids 
to navigation to be established primarily to mark Corps of Engineers improvements 
in navigable waters; for increased costs of the recruit and discharge program; 
for restoration of the electronic equipment procurement level, and for replacement 
of 12 overage and badly worn passenger motor vehicles. 


EXPLANATION OF LANGUAGE CHANGES 


«ce * * the number of aircraft on hand at any one time shall not exceed one 
hundred and thirty-five * * *”’ 

Change in <n ee language is requested to increase the number of 
aircraft on hand in 1961 from 132 to 135. The total number of 135 aircraft is 
exclusive of planes stored to meet future attrition. The additional three aircraft 
are for logistic support of the additional loran stations to be operated overseas in 
1961. 


“*k * * that annual direct accrued expenditures * * * shall not exceed 
$212,000,000.” 

Public Law 85-759 states that whenever the President determines that a 
satisfactory system of accrual accounting for an appropriation has been established 
the proposed appropriation transmitted to Congress for such account shall be 
accompanied by a proposed limitation on accrued expenditures. The law defines 
accrued expenditures as the cost of goods, services, and other assets received, 
advance payments, progress payments, and any other liabilities becoming payable 
during the fiscal year concerned. In the case of ‘‘Operating expenses,”’ it has been 
determined that a satisfactory accrual accounting system exists; hence, in accord- 
ance with law, an accrued expenditure limitation of $212 million is proposed. 
The $212 million limitation proposed was derived by applying to the estimated 
funded costs of the direct programs the net change during fiscal 1961 in ‘Inven- 
tories, advances, and uncompleted work orders;”’ and then adding a small con- 
tingency factor. This contingency factor will provide a margin of safety during 
this first year when controls must be developed to insure against exceeding this 
newly proposed accrued expenditure limitation. In effect, the Coast Guard must 
superimpose upon its present accounting controls on obligations a further control 
on the magnitude of unpaid, undelivered orders. In addition, it must develop a 
more accurate method for estimating this quantity so that the proposed accrued 
expenditure limitation will be realistic and will not obstruct the execution of 
programs included in the approved budget. 

“* * * that $100,000 may be expended * * * for International Technical 
Conference on Lighthouses.” 

The International Technical Conference on Lighthouses and Other Aids to 
Navigation will be held in the United States for the first time in history. The 
Coast Guard, as joint host with the Office of International Conferences, is com- 
mitted to assume certain expenses incidental thereto. 


Analysis of appropriation base 




















Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+-) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
positions tions positions 
Ri ee, |e ee eee. $50, 953, 700 |$1,954,700 | $1,677, 500 |_.....-.-- —$277, 200 
2. Aviation operations.---.._-..-.-- 2, 709, 200 676, 600 |........-- —2, 032, 600 
3. Shore stations and aids operations 1, 268,900 | 1, 788,300 |......-.-- 519, 400 
4. Repair and supply facilities - ----- 25, 900 4 9 Se 20, 900 
5. Training and recruiting facilities. 95, 300 |) ae 77, 200 
6. Administration and operational 
He ree: 217, 884 et 92, 316 
7. Other military personnel —— 125, 000 ) =a 253, 100 
8. Supporting programs...-----_- Se ee, ee —14, 000 
Total costs_. a Laer 192, 324, 300 |6, 410, 884 $000, 000 1....:.+... —1, 360, 884 
9. Relation of costs to obligations- Sd i ho wiseeante —2, 524,300 | 650,000 600,000 |...-.--.-- —50, 000 
| EER Ree eee mee ries 29, 746 |189, 800,000 (7,060,884 | 5, 650, 000 —24 | —1, 410, 884 























More detailed analysis of appropriation base follows: 
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ADDITIONAL POSITIONS REQUESTED 


Mr. Gary. How many additional positions are you requesting 
for fiscal year 1961, both military and civilian, and for what programs, 
Admiral? 

Admiral Ricumonp. In my general statement I have already 
indicated some of these programs. The total is 87 commissioned 
officers, 8 warrant officers, 920 enlisted men, 50 cadets, and 45 civilians. 
Some of the programs I have already referred to. For example, I 
have just, in my statement, indicated the necessity for the increase of 
50 cadets. 

Mr. Gary. Could you give us a table showing that setup, broken 
down to programs? 

Admiral Ricumonp. Yes, sir. 

Mr. Gary. If you will insert a table at this point in the record I 
think that would take care of the situation and would be a better 
way of handling it. Show in the table the personnel you have now 
in these programs and the increases. 

Admiral Ricumonp. Yes, sir. 

(The table follows:) 


Personnel associated with 1961 program changes 


























Military Civilian 
1960 Change 1961 1960 Change 1961 

Lightships, decommission 1.._.....-..---- 508 —15 Snel EE Se ee 
Light stations, decommission 7_....-.----- 1, 038 —24 OFT Bi codwanad tl awakededkelaananauaee 
Light attendant stations, decommission 2_ 160 -3 MOt i icctusecioniapensd taespaime 
Manned moorings, establish 2_....--.----- 177 18 7 ERROR RRA: | SRR See 
Loran coverage (including direct support) - 917 312 1, 229 20 1 21 
Maintenance (administration) 368 6 374 470 9 47 
Replacement aircraft (air crewmen) 781 13 
Reduce workloads: 

CO Sa ee 327 10 

Ground support, aviation rated_._-.-..- 226 72 

Aviation ground support, genera! 

oo. al atehinudneceeGhanimace 611 78 9 |. @ on 
ee eee 2, 207 370 . Se ees | 
Merchant marine inspection..--..._-- 724 15 7 245 10 255 

Expanding functions (port security). ...-- 1,911 8 SP ccan th nnctachenshanelvaananses 
Boating safety: 
Mobile boarding teams--.-..--------- 0 90 ODT icatninnactovasacneeel hecwanakay 
Manned moorings. ....---..-.-------- () 18 SD a, cnas toca chase annes al awecouaies 
NEE arcinin in corddnundnwnmunites (2) 8 8 (2) 2 2 
Expanding functions: 
|” ae are ere 550 50 ___) RS, 5 eer eee Eee eee 
py Ree 43 4 ft RRR: Heineiaaiteey: ies 
Ea TSS ARES 328 18 346 31 1 32 
Boating investigation. -_...........--.....- (2) 17 17 (2) 15 15 
International Lighthouse Conference --.--|----------|----------]---------- 0 i 7 
| REA UTES SRE a apeeosreten oar Come e 10, 876 1, 065 11, 941 766 45 811 




















1 Included under ‘‘Manned moorings, establish 2.” 
2 Included under ‘‘Reduce workloads, merchant marine inspection.” 


MAINTENANCE OF SHORE UNITS, VESSELS, AND AVIATION FACILITIES 


Mr. Gary. What additional funds are requested for maintenance of 
shore units, vessels, and aviation facilities? 

Admiral RicumMonp. The total increase is $4.4 million, but, as I 
explained, of that $1,295,000 we look upon as a replacement for funds 
that were provided last year for maintenance that we have diverted 
to these additional costs that I earlier referred to. So I think a strict 
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answer to your question would be $4.4 million less $1,295,000 over 
last year. 

Mr. Gary. What are the total funds included in the budget for the 
maintenance of shore units, vessels, and aviation facilities? 

You can supply that for the record. 

(The information follows :) 


Funds included in 1961 budget for maintenance 


Millions 
WOMENS os oseccche+cscessscscwesd bec cuodwetebeS st st asenstssavctune $14. 2 
DI oe See ee Re ae sata ee CE ea ae a ore ost eee 10. 1 
NS VERN Shi Oh ag Oe ca addy sal ean eae 15.1 


Norte.—These funds do not include electronic maintenance or routine housekeeping funds for these units. 
SMALL BOAT PROGRAM 


Mr. Gary. How much manpower and money are you currently 
devoting to the small boat program? 

Admiral Ricumonp. I would have to get that figure from the 
records, sir. 

In answering this question I would like to point out that because 
of the overlapping of duties that we have, it is very difficult to give a 
specific figure. Our cost accounting figures have not been breaking 
it out as such in the past. But we estimate at the present time about 
$3.5 million. The figure here is $3,440,000, but that is still an 
estimate. 

Mr. Gary. And what do you estimate for 1961? 

Admiral Ricumonp. It would be that figure plus the increase of 
$1.7 million that we have asked for, or, say, $5 million, sir. 


REGISTRATION OF SMALL BOATS 


Mr. Gary. Admiral, would you place at this point in the record a 
list of the States that have qualified or are planning to qualify with 
their own plans for registration of small boats? 

Admiral Ricumonp. Yes, sir; I have that here. 

(The following document was submitted for the record:) 
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Status of State numbering systems 


[Figures indicate estimated thousands of motorboats exceeding 10 horsepower] 





State 


System 
approved 
(23) 


Approval 
pending (7) 


Legislation 
failed (17) 


Legislature 
did not meet 
in 1959 





pe pi eric canin a iendiemcononunices 
Delawar 
District 
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Hebe kadenvesdal seuaeemniesece LT Seas ae See 
SEER eae aero =e 2 a as 
SESE IE Re Nc aconshcaoutelrsonstnscuscas 
psi een bag tieoite Ube ee CL pm eeaeen: SRE e pee ae 
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3D eee ee ea es 

Le 2 Ree a RR Res TETAS ee St ERY ae eee 
piehcineaseaeknl Ses anermeeRastenaseaceas sche 70.8 
SE Se BARE Ao Peak ERE Se lS ae 
BD Bion neenecncal senwcnsenaueeal acvuasadesunsa 

ROI i cancacsncapanlacseeausessuedl debeconaceases: 

SR nya nee Mane tee ene Sf See 
2, 054. 2 799. 4 986. 0 227.0 














INCREASED RESPONSIBILITIES UNDER BOATING ACT OF 1958 


Mr. Gary. Admiral, to what extent does this Boating Act of 1958 
increase your responsibilities for policing the small boats throughout 


the United States? 


Admiral Ricumonp. The act in itself does not give us any addi- 


tional duties so far as new duties with respect to small boats. 


It does 


increase the problem in this respect: First, it was implied both by the 
hearings and in the bill itself that Federal control should be acceler- 
ated. Furthermore, it changed the penalty provisions with respect 


to reckless operation. 


Before this bill we had the responsibility for enforcing the law with 
However, since it was a 


respect to reckless operation 


of boats. 


criminal penalty it was not practicable to get a prosecution unless it 
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was a serious accident, involving loss of life, certainly considerable 
injury and property damage. As a result, loss of property as such 
was rarely investigated by the Coast Guard on complaints nor were 
any cases forwarded to the Department of Justice for prosecution. 

Now, the situation is that for reckless operation it may not only 
be a criminal offense, but it is also a civil offense, and the Coast Guard 
can assess the usual civil penalty. That consequently puts the 
Coast Guard in the position of having to investigate cases of reckless 
operation that, even on the reported facts, would not have been 
investigated several years ago before this bill. 


PURPOSE OF NUMBERING BOATS 


Mr. Gary. What is the purpose of numbering these boats? 

Admiral RichMonp. The purpose of numbering the boats is, of 
course, for identification of the boats, particularly in cases where they 
are being reported, but also in searching for boats, being able to 
identify them in search and rescue cases. 

I would point out, though, that although we have had a numbering 
act since 1918—I believe that was when the first act was passed— 
that bill, as I reeall,; was enacted primarily from a statistical standpoint. 

Mr. Gary. Is each boat required to display its number so that it 
can be seen? 

Admiral Ricumonp. Yes. 

Mr. Gary. Do you have plates like an automobile license plate? 

Admiral Ricumonp. Plates or numbers. The Federal bill only 
applies to boats propelled by motors of more than 10 horsepower. 

Mr. Gary. When you number one of these boats do you issue a 
plate to it? 

Admiral Ricumonp. No, sir; we do not. The present Federal 
system is that if you buy a boat you go to the Coast Guard and make 
application for the award of a certificate of number. You are awarded 
a number and you in turn have to display that number on the bow of 
your boat. 

The new system, which reaches more boats than were originally 
encompassed under the system that has been in vogue and will be in 
vogue until April 1, works this way: We have contracted for practi- 
cally all the work, for the reason that, not knowing how many States 
will take this over, we did not want to build up a large staff and then 
find that we had no further use for the staff if the States assumed 
responsibility for numbering. 

The procedure will be this: First, if you own a boat, under the 
Federal system, you will be under an obligation to go to the post 
office, where there would be an application form. You will fill out 
this form describing your boat, certifying it under penalty, and go to 
the window and pay the fee. 

Mr. Gary. The Federal fee is $3. 

Admiral Ricumonp. It has been determined as $3, sir. You will 
pay the fee. A special stamp will be issued, for which the clerk will 
accept your money. He will tear off half of the form, to which you 
will affix the stamp which he will give you for your fee, and you will 
operate under that paper until your application has been processed. 
Eventually you will obtain a card which looks like the sample which I 
have handed you, sir. It is a durable card which you will be required, 
in operating your boat, to have aboard at all times. 
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Mr. Gary. This is a durable plastic card which has on it the regis- 
tration number, the expiration date, the name and address of the 
owner, the owner’s date of birth, the citizenship of the owner, the 
make of the boat, the present number of the boat, the State in which 
it is used, the length of the boat, the year in which it was built, the 
hull of the boat, the propulsion, the fuel, and the use of the boat. 

Admiral Ricumonp. You still have the duty of acquiring the 
number which is indicated here and putting it on your boat, sir. 
No plates are supplied by the Federal Government. 


STATE NUMBERING SYSTEMS 


Mr. Gary. As I understand it, the Federal law authorizes each 
State to adopt its own numbering system, and if the State does 
adopt “ own numbering system, then no Federal numbering is 
required. 

Admiral Ricumonp. In that State, provided, of coursé, the State 
makes application to the Secretary of the Treasury and receives 
approval of its numbering system. In other words, it does not 
because of the act immediately take over. They have to make 
application. We in turn look at the system they set up. Provided 
it is reasonably consonant with the Federal system, they are then 
_ to use their system in lieu of the Federal system in that 

tate. 

Mr. Gary. Is there any limitation on the fee the State can charge 
for that service? 

Admiral Ricumonp. No, sir. There are several things that they 
must do. Generally, as I said, they must have a system roughly 
comparable. They must agree to have their numbering comply 
generally. For example, we set up an overall Federal system which 
would be indicative of what State the boat is from, very much like 
the automobile system. Let us say Virginia adopts a system, I do 
not remember what the letters are, but let us say it is “VA.’”’ They 
cannot say, ‘‘We do not want to put ‘VA’ in the number. We want 
to put ‘XY,’”’-— something like that. That would be sufficient 
reason for the Secretary of the Treasury’s saying, in effect, “Sorry, 
but your bill is defective. It just cannot be permitted.” There 
have been one or two such cases. I think New York State is one. 

Mr. Gary. In other words, their law must be coordinated with 
the laws of the other States and with the entire program. 

(Off the record.) 

Mr. Gary. Do you know whether any State does issue a license 
plate similar to that which is used on automobiles? 

Admiral Ricumonp. No, sir. I do not think any of them do. I 
am only speculating. In the first place, there are relatively few States 
which had any numbering system for the strictly State waters before 
this bill was passed. One exception, I think, is New Jersey. 

Captain Capron. California, also. 

Admiral Ricumonp. California had, and I think New Hampshire 
was another State which had. 

Following this bill, the Council of State Governments, working with 
the Coast Guard, drew up a sample bill which covered not only the 
ne but covered all of the law enforcement-safety measures as 
well. 
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AUTHORITY OF THE STATES IN ENFORCEMENT 


Mr. Gary. What authority does the State have insofar as enforce- 
ment measures are concerned? 

Admiral Ricumonp. I could not answer that. The State has com- 
plete authority in conformance with its own laws. 

Mr. Gary. Even on the navigable streams? 

Admiral Ricumonp. You have such things in your game laws. 
You have certain Federal requirements. You also have State require- 
ments. Or going back to an unhappy day, there was a time when you 
had two sets of prohibition laws. You had a Federal prohibition law 
and a State prohibition law, and the two were not in conflict. By 
that I mean you could be prosecuted for either. It would be the same 
thing here. 

Mr. Gary. Yes. Of course, if there is any conflict the Federal law 
would prevail, but the question to which I am seeking to find the 
answer is the authority of the State on navigable streams. 

Admiral Ricumonp. They are State waters, sir. 

Mr. Gary. I am not a maritime lawyer by any means, but I thought 
they were pretty well limited on what they could do on navigable 
streams. 

Admiral Ricumonp. I do not know of any restriction, sir. Of 
course, it is a little difficult to pass on every conceivable case. I have 
been asked a number of times, ‘“‘What if a State had,’”’ we will say, 
“a very comprehensive safety and law enforcement setup on their 
State waters?” My answer is that that in no way relieves the Coast 
Guard of its legal responsibility. But I would also tell this committee 
very frankly, in view of our limited facilities, if I knew, for example, 
that the State of Virginia, particularly on its inland waters, or any 
other State, had a very energetic law enforcement and rescue program, 
I would never send a mobile team in the State, because I have other 
places I could use them a lot better. 

Mr. Gary. But I should think the highly controversial decision of 
the Supreme Court which was announced not long ago, in which they 
laid down the doctrine of preemption, would have a tremendous effect 
on State enforcement. If you will recall that decision of the Supreme 
Court, the State had an antisubversive law. I believe they fired a 
schoolteacher. 

Mr. Conte. In Pennsylvania. 

Mr. Gary. They fired a schoolteacher under the State law for sub- 
versive activities. The Supreme Court of the United States ordered 
him reinstated, taking the position that since the Federal Government 
had adopted an antisubversion law, the action of the Federal Govern- 
ment preempted the State law, took over the entire field, and therefore 
nullified the State act and the State act was null and void. 

That is a question which now is wide open. Nobody knows the 
effect of the decision. We have been afraid that our State narcotics 
laws, which more or less parallel the Federal law, would be ineffective. 
Will the Federal enforcement laws pertaining to navigable streams 
nullify the State laws on the same subject? 

Mr. Contr. A month or two later the Supreme Court came down 
with a different opinion which watered down the original opinion 
considerably. 

Mr. Gary. Which made confusion worse confounded. 
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Admiral Ricumonp. Mr. Gary, off the record. 
(Off the record.) 


EFFECT OF FAILURE OF STATES TO ADOPT NUMBERING LAWS 


Mr. CanrFieLp. Admiral, is the Coast Guard handicapped in any 
way by the failure of a State to pass a law on numbering? 

Admiral Ricumonp. I would not say we are handicapped, sir. It 
would have been ideal from our standpoint if all 50 States and the 
District of Columbia had been prepared when the bill was passed 
forthwith to take it over, because we would not be in here asking for 
any money for the numbering as such, and we could have concentrated 
on the other phases of the bill. 


PREPARATION OF STATISTICS ON ACCIDENTS 


There is one phase of the bill which I did not mention which does 
put an additional workload on us which we did not have before. 
There is a requirement that accidents be reported and statistics 
gathered on accidents. The statistics include any accident of $100 
or over. We had been voluntarily working in this area trying to 
gather some statistics on small boat accidents, but it is now a require- 
ment. We shall have to get the statistics and make reports on it. 
That is an additional job which the bill did impose on the Coast 
Guard. 


CRITERIA FOR ENACTMENT OF STATE NUMBERING LAWS 


Mr. CanFiELp. Of course, as has been developed in these hearings, 
the Secretary of the Treasury developed certain criteria which the 
States in the main have to meet. Otherwise, you would have all 
sorts of numbering schemes which certainly would not be pleasing to 
you in the administration of this act. 

Admiral Ricumonp. It would have been pretty much chaos, for 
several reasons. The old days, when if you owned a boat in a par- 
ticular area, that was the only place you operated it, are past. It is 
not uncommon now for a man with a boat in Massachusetts to end up 
operating on the Lake of the Ozarks for 2 or 3 weeks. Unless you had 
a common system, you could not depend, as you do in automobiles, 
on local licenses. 

Mr. Canrietp. The mere failure of a State to enact a law under 
this system does not mean that the State loses out in any sense. It 
is not penalized in any way? 

Admiral Ricumonp. No, it is not penalized. It is entirely up to 
the State. Frankly, the Coast Guard would like to turn the entire 
problem of numbering over to them, and more and more let the States 
move in to adopt enforcement and search and rescue provisions, be- 
cause we feel our other jobs are enough to occupy all of our activities. 
We cannot ignore the responsibilities. Very frankly, you gentlemen 
have had more experience with State legislatures than I have, but I 
think the States will be reluctant, by and large, to provide either the 
law enforcement or the search and rescue services, very frankly be- 
cause it is pretty hard to see where there is any gain to the State 
financially for conducting such work. 
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Mr. CanFiELp. But the people of a State quite generally would want 
something done about reckless operation of these small boats, and 
that is where the Coast Guard has a responsibility and must discharge 


Admiral Ricumonp. That is right, sir. Of course, if there had 
never been any Federal responsibility there, and if it had not been 
continued, the States might have been forced to it. But let us be 
realistic. The States all know that responsibility is vested in the 
Federal Government, has been vested in the Federal Government, and 
that makes them even more reluctant to step into this area, no matter 
how obvious it is. 

Mr. Gary. Mr. Steed. 


AUTHORITY OF STATES TO ENACT NUMBERING LAWS 


Mr. Steep. Admiral, as I understand it, on April 1, all small boats 
of 10 horsepower or over would have to have a number under either 
Federal or State. 

Admiral Ricumonp. That is right, sir. 

Mr. STEED. The boatowner will be required to determine whether 
his State has the system and, if not, apply to the Federal Government. 
Insofar as your organization is concerned, the more of this problem the 
States assume, the more you would like it. 

Admiral Ricumonp. That is correct, sir. 

Mr. Streep. In the case of nonnavigable water within a State, any 
regulation of boating on that type of water would be solely up to the 
State; would it not? 

Admiral Ricumonp. It would. 

Mr. Steep. That is all, Mr. Chairman. 

Mr. Gary. Mr. Conte. 


CONTROL OF BOATS UNDER 10 HORSEPOWER 


Mr. Contr. Admiral, of course this law applies only to boats of 
10 horsepower or more, so you still have a problem in those States 
which have big lakes, such as Winnipesaukee, or in my home town, 
Onota or Pontoosuc, where you have boats under 10 horsepower 
which drive in a reckless manner, especially today with waterskiers 
and people who like to fish for trout or bass or whatever they are 
fishing for out in the lake, and these hotrodders come up in a boat and 
skim next to them and navigate in a reckless manner. This law will 
not control them at all. 

Admiral Ricumonp. No. 

Mr. Conte. That is another reason why it would be much better 
for a State to assume the jurisdiction rather than the Coast Guard. 

Admiral Ricumonp. That is correct. May I go off the record? 

Mr. Gary. Yes, sir. 

(Off the record.) 

Mr. Conve. It is better for the State to assume jurisdiction because 
they can apply the law to all motor-propelled boats and exercise 
control over these boats. 

One of the big controversies the States have is who is going to police 
the law. Will it be the State police, the local police, or the game 
officer who is connected with wildlife? This seems to create quite a 
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controversy. One town may have a good police force and the next 
town may be a small one but with a big lake and a small police force. 
How long is the Federal registration good for? 
Admiral RicumMonp. Three years. They are renewable. My re- 
collection is that the fee is $1 for renewal; $3 for the first and $1—— 
Captain Capron. It is $3 all the way through. 
Admiral Ricumonp. One dollar to replace one which is lost. Three 
dollars every 3 years. That is what it is. 


ENCOURAGEMENT OF STATES TO ESTABLISH NUMBERING SYSTEMS 


Mr. Conte. Is there anything in the bill which induces the States 
to take over their own registration? 

Admiral Ricumonp. It certainly encourages the States because, 
as I say, it starts right out after the definitions by talking about the 
States and what the States can do. It certainly indicates that Con- 
gress hoped that the States would. Most of the bill is devoted to the 
problem of the States. 

Furthermore, as I said, we have worked very closely with every 
State and also with the Council of State Governments, which is the 
easiest way to get to the various States. We have cooperated even 
to the point of working with them for the circulation of this sample 
or model bill to all of the States long before the legislatures met. I 
would want to qualify this answer. So far as I know, I do not think 
any of the States have taken the model bill, particularly as to the law- 
enforcement provisions, across the board. Unfortunately, in spite 
of the fact that they had before them the Federal law, many of them 
have not followed the Federal law as far as the numbering. So 
that has been one of the problems. 

California is now approved, but at one time I think California had 
four different bills on numbering before it. 

(Off the record.) 


PENALTY FOR NONREGISTRATION 


Mr. Conte. I have only one other question. What is the penalty, 
Admiral, if a person does not register his boat? 

Admiral Ricumonp. I would have to look it up. It is a civil 
penalty. I do not think the penalty is in Public Law 85-911. 

Mr. Gary, You may supply that for the record. 

Admiral Ricumonp. Come to think about it, that would be the 
equivalent to operating without an inspection certificate, and my 
recollection is that you would proceed against the man for a penalty 
not to exceed $500 a day for every day he so operated. I would like 
to clarify that. 

Mr. Contr. You may supply that for the record. 

Admiral RicumMonp. Some of these laws are rather odd, Mr. Conte. 
For example, there isn’t any requirement that U.S. vessels must be 
inspected in the sense that you can prosecute the individual for operat- 
ing without being inspected. Obviously, nobody is going to be stupid 
enough to operate without being inspected, because every day he 
operates he is liable, as I say, for a $500 penalty. But if you could 
imagine a guy dropping $500 every time he was cited, he could go 
ahead and operate freely, and there is not a thing in the world you 
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could do to stop him. All you can do when he refuses to pay the $500 
is send the U.S. marshal down and libel the vessel for the penalty. 

So when you ask me a question like that, it becomes a little bit 
tricky as to just what the penalty would be. I am not quite sure, 
but I will put it in the record. 

Mr. Conte. Very well. 

(The information requested follows:) 


Penalty for operating an unnumbered motorboat in violation of Public Law 
85-911, $50 for each violation (reference: Sec. 8, Public Law 85-911). 


MOBILE BOARDING TEAMS 


Mr. Canrretp. Admiral, you tell us there are 7 million of these 
small boats on the vest network of navigable waters, and the number is 
increasing at the rate of 500,000 a year. Now you want to develop 
20 mobile boarding teams and 2 manned moorings for your investiga- 
tion personnel. 

Admiral RicuMonp. Yes, sir. 

Mr. Canrretp. That is going to be a tough job. Eighty men would 
be involved, I believe. 

Admiral RicumMonp. For the boarding teams, yes, sir. 

I might amplify this by saying that back in 1958 when we came 
before this committee, we proposed this plan. We commented on 
this increasing boat problem. We commented on the problem and 
indicated that we felt the setting up of permanent installations 
because of the fluctuation of the boating public would be a mistake, 
and we wanted to make an experiment with these mobile boarding 
teams. We felt that would be the possible answer, taking 2 or 3 
men with a trailer and sending them around to spot-check various 
places. We thought we could accomplish the result. 

This committee authorized the establishment of 15 boarding teams. 
We told you at that time that we estimated, on what we felt was then 
the problem, we probably would eventually need about 75. In other 
words, our plan was to come in each succeeding year for 15 more. 

For various reasons, after getting the 15 boarding teams set up and 
operating through one season, other programs and problems forced us 
to retire the 15 boarding teams. We are back now for reestablish- 
ment of those 15 boarding teams plus 5 more, and very probably with 
the growing demands we shall be back next year for additional 
boarding teams because we do not feel that these 20 boarding teams 
will any more than scratch the surface of the problem. 

To the extent that States do move into the law enforcement field 
and the search and rescue field, it will decrease the demand for the 
Coast Guard to, shall we say, range the field on this mobile basis to 
try to meet this job which, under the Federal laws, we are charged 
with. 

Mr. CanrFtELp. This coverage will embrace Hawaii and Alaska? 

Admiral RicumMonp. These 20 teams will be used essentially in the 
continental United States. 

Mr. CanFieLp. That is all, Mr. Chairman. 

Mr. Gary. Mr. Alexander. 
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ENFORCEMENT OF SMALL BOATING ACT 


Mr. ALEXANDER. Admiral, at the present time you really do not 
have too much experience to base your needs on, and I take it you will 
feel your way as you get into the carrying out of the Federal regula- 
tions in a to this Small Boating Act. The act does not go into 
effect until April of this year? 

Admiral Ricumonp. April 1 of this year. 

We know this, that at the present time there are definitely going to 
be 17 States, or 16 States and the District of Columbia, in which the 
Federal Government is going to have to number the boats for at least 
a year. 

‘Mr. Gary. Will the gentleman yield? 

Mr. ALEXANDER. Yes. 

Mr. Gary. I believe to take care of that situation so that you will 
not be stuck with a large increased force in the Coast Guard, you have 
contracted some of this work which will permit you to cancel the 
contracts as the States take over. Is that true? 

Admiral Ricumonp. Yes. In order to avoid the setting up of a 
large organization to do this work if we ourselves had to issue these 
cards and had to open up offices to accept these applications, we have 
farmed it out. The receipt of applications will be done by the Post 
Office. We have to pay the Post Office for that service. The cards 
will be issued by a commercial company. ‘There of course must be a 
staff to administer the program. You just cannot turn it over to 
these two agencies and then back away from it. What we are doing, 
and what we are hoping to do, is to use the personnel that over the 
years we have utilized for the numbering under the old system. 


REPLACEMENT OF LIGHTSHIPS 


Mr. ALEXANDER. I notice you are asking for funds to replace two 
lightships with fixed structures to be constructed along the general 
lines of a Texas tower. 

Admiral Ricumonp. Yes, sir. 

Mr. ALEXANDER. What is a Texas tower? 

Admiral Ricumonp. A Texas tower is a rig that was really devel- 
oped originally for the offshore oil drilling in the Gulf of Mexico. I 
will oversimplify the description, but essentially it is a large platform 
that is capable of being floated into position with extendible piles 
you can drive down in the bottom of the ocean and then lift your 
platform out of the water above the waves. The Texas tower name 
as such became rather common when the Air Force built three off 
the New England coast for warning stations. 


RESERVE TRAINING CENTER AT YORKTOWN 


Mr. ALEXANDER. In the removal of your officer candidate school 
and the officer indoctrination school to the Reserve Training Center 
at Yorktown, have you got all the buildings and facilities that you 
need there now for that? 

Admiral RicumMonp. The answer to that is ‘‘Yes.’”’ Of course, 
Yorktown, as I explained to the committee, was in the process of 
being decommissioned by the Navy. Unfortunately we did not take 
possession until that decommissioning had pretty well progressed. 
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Yorktown is not a permanent installation. There are some very fine 
permanent buildings there, but there are some very temporary build- 
ings. With the funds available to us we were not able to do the 
rehabilitation of all the buildings to the extent we would have liked 
to. But insofar as the buildings there and their adequacy, they are 
adequate. 

Mr. ALEXANDER. That is all, Mr. Chairman. 

Mr. Gary. The committee will recess until 2 o’clock. 


AFTERNOON SESSION 


Mr. Gary. The committee will come to order. 


SHIPPING HAZARD AT BUZZARD BAY 


What will be the extent and nature of the hazard to shipping 
resulting from the inadequate marking furnished by a buoy pending 
construction of an adequate fixed structure to replace the lightship at 
Buzzard Bay? 

Admiral Ricumonp. At Buzzard Bay because we did not have 
—— lightships, we presently have a buoy there—or is it Brenton 
Reef? 

Captain Capron. Brenton Reef has the buoy. We consolidated 
two at Buzzard Bay. 

Admiral Ricumonp. Our lightships are old. As I have indicated 
elsewhere in the justifications, I think nine of them are over 50 years 
of age. About a year ago we had a very serious problem of how to 
continue up in that area because we simply did not have relief light- 
ships to go on. It was more economical to retire the lightships. We 
had to adopt a temporary expedient, the necessity of putting a buoy 
where we had had a lightship, and covering up in another area. We 
do not think the buoy is anywhere near as efficient and, as a matter of 
fact, there have been complaints about the lack of a lightship. 


OFFSHORE OIL RIGS 


Mr. Gary. What is your situation now with reference to the 
offshore oil rigs? 

Admiral Ricumonp. The situation is not a great deal different than 
previous years. Of course, the industry has more and more regulated 
itself or come under our regulations. I do not think we are having 
as many acute problems arising. We still have them. Whereas 3 or 
4 or 5 years ago much of what was being done was experimental, now 
it has been tried out and is an accepted, working setup. 

Also, because of certain factors in the oil industry, I think there has 
been a bit of tapering off, frankly, offshore. A few years ago when 
oil was at a premium, the companies were testing and drilling; and 
then, with the release of oil in other places, it is not so imperative to 
push this. 


BOATING AND SHIPPING PANELS 


One step I might indicate I think will help a great deal. As you 
know, in our regulation of the merchant marine and related activities, 
we have what we call a merchant marine panel which is made up of 
our headquarters people and people from the districts. We invite 
people to serve on and to help us through panels. We have had for a 
great many years, for example, a western rivers panel. We have a 
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small boat panel. Admiral Hirshfield was in New York on Monday 
meeting with the small boat panel. 

This has to be a voluntary effort. We have been pushing for some 
time to have the offshore industry recognize the value of having a 
panel to work with the Coast Guard in matters which affect both of us. 
[ am happy to say that they finally agreed to that. We had had 
local panels working with the district commanders, but this will be a 
national panel. On February 18 I will be in New Orleans to open 
the first meeting of the offshore industry panel to the Merchant Marine 
Council. By that type of cooperation between industry and Govern- 
ment, we hope to minimize many of the problems which have plagued 
us in the past. 

Mr. Gary. What is the extent of the workload involved in this? 

Admiral Ricumonp. Obviously, the marking of the aids, that is, the 
requirements and regulations for the aids to navigation which must 
mark the rigs, the control of the vessels which service these rigs 
primarily. 


PAY AND ALLOWANCES IN HAWAII AND ALASKA 


Mr. Gary. What total amounts in the form of pay allowances are 
available to an individual member of the Coast Guard stationed in 
Hawaii or Alaska? 

Admiral Ricumonp. I will have to supply that for the record. I 
could not answer it offhand. As I indicated this morning, it also will 
vary with the particular locality. Could we do it for Honolulu, as an 
example, say, rather than a general statement for Hawaii, because the 
allowances in Hilo would be different. 

Mr. Gary. Could you indicate the basis for the lower rate in these 
other places? 

Admiral Ricumonp. The cost of living index. In other words, this 
joint group I mentioned this morning studies the rates in various 
places, and then comes up with a rate which is commensurate with 
their evaluation of the cost of living in that particular area. 

Mr. Gary. What group is that? 

Admiral Ricumonp. It is a joint service group under the Depart- 
ment of Defense. We have membership on it. It is primarily a 
Defense group, a continuing group. They study all of these various 
allowances, including travel allowances. 

Mr. Gary. That is for the military personnel? 

Admiral Ricamonp. For military personnel. It has nothing to do 
with civilians. 

Mr. Gary. Do you have any special allowances for civilians? 

Admiral Ricumonp. Under civil service rules, I think there is a 
standard allowance for Hawaii. That is the thing we were discussing 
this morning. 

Mr. Gary. Do Coast Guard employees get the same allowances 
that the post office employees receive? 

Admiral Ricumonp. No, sir. We have no control of that. My 
recollection is that there is a 20-percent differential. I could be wrong. 

Mr. Gary. Can you give us some idea as to the range in the islands, 
not for each place. 
(The information requested follows:) 
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Annual pay and allowances of a typical commissioned officer, warrant officer, and 
enlisted man in Hawaii and Alaska 





Lieutenant Warrant | Petty officer, 
officer 2d class 





Alaska, Ist judicial division (Juneau, Ketchikan, Sitka, An- 
nette Island): 




















SIE bn ccm andon dl Giraccenesabensiwnltenacamedaioes $5, 760 $5, 004 $2, 460 
ON SOOT 1, 805 1, 705 1,715 
Oversea subsistence allowance... .....-..--------------.-- 1,770 1, 497 1,150 
Oversea housing allowance.......-...-.-...---.----------- 1,004 1,004 530 
WN paca cicceunedwadacimccuncasccncediawsshwussinawane 10, 339 9, 210 5, 855 
Alaska, Kodiak: 
RN Sh isch cada cuadudisainawannanaa snes ddanamiiehue 5, 760 5, 004 2, 460 
I TOO ere anes nndce ges skudaccoundadeuene 1, 805 1, 705 1,715 
Oversea subsistence allowance... ......-.-.--------------. 930 602 
PEI RITE GIO iio sini inn cccniikc ceccnccinaonnnsaus 1, 515 1,515 1,515 
PUREE Sbtt ccd dedenccndecuuseceessatbanecencnsatuwbenens 10, 010 9, 009 6, 292 
Hawaii, islands of Kauai, Maui, Molokai: 
Basic pay 5, 760 , 004 2 
Regular allowances 1, 805 1, 705 1,715 
Oversea subsistence allowance. . 1,150 967 


Oversea housing allowance 

















POU ois eusie 
Hawaii, island of Oahu (includes Honolulu): 
RING ON sa ok oink cnocdéah aumnedeuatamnnndcstenebioesekowess 5, 760 5, 004 2, 460 
a noun ela audeenndenamasnewennionl 1, 805 1, 705 1,715 
ee ee EOUININGI 8. « dahbnbbcdnnbudddinmicdviniedsunibninbndienlibedboauichisindeubeiesmngdeiishe 
Overses housing abowanes... .0.<...<-poncscsecocceccectece 639 475 347 
ONE dna 5.2c~<'2 Aiea deahnommanaatngrenmntcsmnamad 8, 204 7,184 4, 522 














Note.—Oversea allowances are prescribed in Joint Travel Regulations. 


Mr. Gary. What provision was made in the 1960 budget estimates 
for the special quarters and allowances for military personnel in 
Hawaii and Alaska? 

Captain Curtpress. None. We had to absorb it. 

Admiral Ricumonp. We had to absorb it. 

Captain Capron. The additional one for Hawaii we had to absorb. 
As far as Alaska is concerned,{we had already budgeted for the former 
older amount, and we had not budgeted for the increase. 

Mr. Gary. How much did you absorb? 

Admiral RicumMonp. $340,000. 


PERSONNEL GRADE STRUCTURE 


Mr. Gary. What are the merits of the normal grade structure to 
which it is proposed to restore the grade listed personnel under this 
budget estimate? 

Admiral Ricumonp. It is the established grade structure that we 
have utilized over the years. Because we had these additional costs 
that we had to absorb, we think we failed to promote people into 
the grades to which they would ordinarily have been entitled under 
that grade structure. To go into the details of whether the number 
of E-8’s, E-7’s, or E-6’s are valid or not would require a detailed 
study. We are working on it all the time. I do not understand 
exactly how to answer the question. 

Mr. Gary. How does this so-called normal grade structure compare 
with the grade structure in effect in the Coast Guard at representative 
times in the recent history of the organization? 
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Captain Capron. What we are trying to attain now, sir, is roughly 


what we actually had in, say, 1952 or 1950. If I remember correctly, 


it is the same as we had in about 1947 or 1948. We came into the 
committee then and indicated what we needed to operate the Coast 
Guard, which was roughly a certain percentage of petty officers and, 
within the petty officer group, broken down percentagewise as to 
thirds, seconds, firsts, and chiefs. 

Mr. Gary. In other words, you have lost ground in the last year 
or two because you had to absorb other costs, and now you are just 
trying to get back to your normal basis. 

Admiral Ricumonp. That is correct. 


WORK-DUTY WEEK OF COAST GUARD PERSONNEL 


Mr. Gary. How do the work-duty weeks of Coast Guard personnel 
at lifeboat stations compare with the time worked in duty status for 
such personnel as fire department and other similar personnel in 
State and local government units, do you know? 

Admiral Ricumonp. I do not think we could answer that specifically. 
I would express the opinion that I think it is considerably higher, for 
several reasons. In the first place, the very nature of the units. They 
are isolated. We must keep the people at the units; whereas in a 
firehouse, while a man must remain on duty certain hours, neverthe- 
less he is, generally speaking, close to his residence and when he is off 
he can leave and is not on call. 

Mr. Gary. Frequently in the fire department they have 24 hours 
on and 24 hours off. 

Admiral Ricumonp. If they do, that would be 50 percent. In 
other words, if you work 24 hours and are free for 24 hours, there are 
168 hours in the week and you would be putting in 84 hours in the 
week. As we have indicated here, our figures show that our people are 
putting in 114 to 124 hours a week, or practically the whole week, 
except when they take leave. 

Also, it was pointed out to me by one of my assistants that police 
and firemen may get overtime for over a 40-hour workweek. Whether 
that is a fact or not, I do not know. 

Mr. Gary. I imagine that varies in different cities. 

Admiral RicumMonp. I suppose it would. 

Mr. Gary. And the schedule which I have just announced may 


vary. 
(Off the record.) 


SEA-DUTY PAY 


Mr. Gary. What are the regulations and statutes under which it 
has recently been necessary to extend the sea-duty pay to vessels which 
previously had not been eligible? 

Admiral RicumMonp. An Executive order by the President as to the 
vessels which came under it. 


PERSONNEL ASSIGNED TO RECRUITING 


Mr. Gary. How many military personnel are assigned to duty at 
the 54 recruiting stations and what are their annual recruiting quotas? 
Admiral Ricxmonp. I could not give you that at this time. With 
your permission, I will put that in the record. 
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Mr. Gary. Have you any estimate of the actual number of recruit- 
ments obtained by recruiting personnel which would not otherwise 
materialize? 

Admiral Ricumonp. Which would not otherwise materialize? 

Mr. Gary. Which you would not get if you did not have recruiting 
personnel. 

Admiral Hirsurrexvp. If they are first-enlistment people, you would 
not get them at all without recruiters. 

Admiral Ricumonp. And if they are second enlistments, recruiters 
do not get them anyway. So that would be a difficult one to answer, 


sir. 

(Off the record.) 

Admiral Ricumonp. We can put those figures in. 

First, of course, we can very easily put in the number of people we 
have in recruiting. My recollection is that next year, for 1961, the 
budget figures call for 6,000 or more recruits. Whatever the number 
is, right away that is a measure of the workload. However, all of our 
recruiting stations, certainly most of them, are combined Reserve and 
Regular recruiting. We have recruiters there. There is also the 
burden of recruiting the Reserve people through those recruiting sta- 
tions. We shall try to put in a table showing the contemplated work- 
load, but it is not a very clear picture as to specifically what an individ- 
ual may have to do. 

Then of course you run into this sort of thing. These 6,000 are not 
all taken in at one time. They are divided up into quotas. Certain 
times you may have a very difficult time to meet your quota. At 
other times your recruiter may have in excess of the number of people 
he may need to meet his quota. Consequently, if he has a reserve his 
job is much easier. You cannot control it. A lot depends on the 
conditions outside. 

We find, for example, that right before Christmas is a difficult time 
to get recruits. If it happens that our quota is high at that time, it 
is very difficult to come up to quota. 

(The information requested follows:) 


Personnel assigned to recruiting and workload 











Average Number of recruits 
Fiscal year number of 
recruiters 
Regular Reserve Total 
TO SN OI ooaceacsew dus done cavadsmnwesnscenaeceden 245 4, 900 4, 000 8, 900 
SE I onc ankeecccacawdoadeuseducnceauucewn 224 6, 000 4, 000 10, 000 

















Mr. Gary. Have you reduced personnel assigned to recruiting duty 
as a result of the rising trend of reenlistment rates? 
® Captain Capron. Last year, in 1959, we cut the total number of 
recruiters about 100, I believe was the figure. At that time, of course, 
it was a calculated risk on the basis that we expected to get the results 
and as it turned out we did. 

Mr. Gary. Are you asking for an increase in that this year? 

Captain Capron. No, sir, not in the number of recruiters. 
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PROGRAM CHANGES AND COST INCREASES IN THE IN-TRANSIT CATEGORY 


Mr. Gary. Why do program changes generate increases in cost 
in the in-transit category? 

Admiral Ricumonp. It depends entirely upon the particular pro- 
gram, but if you have to break out personnel for new stations and all 
that, out of, say, a place that they have been stationed, before they 
would be routinely transferred, which is almost invariably in a new 
or increased program, you automatically have more people moving. 
If you take a man out of a place that he ordinarily would have re- 
mained for some time, that vacancy must be filled. So in effect, in a 
very simple explanation, you have just doubled the number of people. 
You have done more than that. There is a complete increase. It 
takes two people to make the one change. That is about what it 
amounts to. In some cases it is a series of transfers. It is not just 
a simple case of where you have a program change. 

You remember this morning when I was speaking about loran, I 
indicated the difficulty we were encountering because of the diversion 
of many of our technical people into this loran program. The replace- 
ment for a technical man of pretty good rank might not be someone 
from the outside, so you set up a series of changes to fill the gap which 
is left. That is the only explanation I can give you. To me it is a 
very logical sequence of any unanticipated nonregular transfer. You 
get a similar thing any time you cut back on a program and you have 
to pull out people out and begin to fit them in on a lower scale. 


BUILDING AND IMPROVEMENTS PROGRAM AT THE ACADEMY 


Mr. Gary. What is the situation for 1961 with reference to your 
building and improvements program at the Academy? 

Admiral Ricumonp. For 1961 we plan to carry forward the first 
2 items on our priority list of the expansion of facilities at the 
Academy. The Academy was originally built in 1932, as I have 
indicated many times, for a cadet corps of approximately 200 cadets, 
with an overflow to 300. The Academy is presently operating on 
about an average of 600 cadets annually. It has not always been 
that high. It was around 450, say, 5 or 6 years ago. Over the 
years we have been able to do that largely because we have those 
temporary buildings which we could use for overflow. 

Two years ago we obtained barracks by action of Congress which 
will give us a sleeping and messing capacity for the 600 cadets without 
the use of temporary buildings. No adjustment has ever been 
made—— 

Mr. Gary. Has that building been completed? 

Admiral Ricumonp. No, sir. Although I heard just recently they 
are a little bit behind schedule, we are hoping to occupy it when we 
start school in September. It is under construction but not completed. 

Mr. Gary. Next September? 

Admiral Ricumonp. Next September, sir. 

No adjustment has been made in classrooms. There is no building 
for that. We are still using for certain of the classroom space some 
of the temporary buildings and crowding into the permanent build- 
ings. With the movement of the indoctrination school and officer 
candidate school to Yorktown, that releases some of the temporary 
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buildings. We contemplate taking out of the permanent buildings 
those maintenance shops which were originally constructed in those 
permanent buildings or put in those permanent buildings, a place 
where probably they should not have been in the first place, tem- 
porarily relocating in one of the temporary buildings, and construct- 
ing a maintenance building down on the lower part of the Academy 
to house those facilities. Part of this appropriation will then go to 
converting those former maintenance shops in the permanent buildings 
for proper and reasonably adequate classroom space. 

In addition, we have asked for one item which has never been 
discussed before, a relatively small one, $20,000, to have a survey, for 
want of a better word, an architectural requirement or facilities survey 
of the Academy, with the idea of calling in a firm which has made a 
specialty of studying schools, who could advise us as to where we 
should best locate the buildings which we know we are going to need 
for this increased Academy; a complete study, in other words, of our 
setup at the Academy so we can plan properly. 

As an example in point, at the present time we have no auditorium 
at the Academy adequate even for the present Academy. The origi- 
nal auditorium, which has a seating capacity of 400, I believe, some- 
thing like that, is not even used except for large classes. The audi- 
torlum we are now using is a temporary, wartime building. It is 
inadequate. That eventually must be replaced. 

The type of thing I have in mind is this: The present Superintend- 
ent of the Academy feels that any new auditorium we get should go 
in that same location. My own feeling is that it should not. I[ 
think if and when we get an auditorium we should know not only 
how big an auditorium we probably will need, but whether or not 
that space is not more valuable to us for, say, a future classroom 
building or something of that nature. As you know, the Academy 
grounds are very limited. We are hemmed in on all sides by private 
homes. So every foot of space must be used to the best advantage. 
We want to call in expert opinion to advise us as to the best layout 
we could make in future planning. 

I wanted to make that explanation, because when I say ‘‘architec- 
tural,” you may get the idea that we are worried about the design 
of the buildings, and that is not so. I think any architect for any 
buildings to be constructed would conform to the style of the existing 
buildings. That is not what we have in mind. We have in mind to 
utilize our space in forward planning to the best advantage. 

Mr. Gary. Under those circumstances, it would be advisable, then, 
not to go ahead with any major construction until after that survey 
has been made. 

Admiral Ricumonp. That is our feeling. Here we are talking about 
the maintenance building, but that is one which, as far as the running 
of the Academy, can be very easily resolved. Accessibility from the 
standpoint of the student body and the Academy staff is relatively 
unimportant. Fortuitously, by the Academy’s own requirements as 
well as our own evaluation, it happened to be the highest priority, 
because until we break the maintenance shops out of the present 
permanent buildings, we cannot convert the permanent buildings to 
the adequate space we feel we need for the cadet classrooms. 
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PROSPECTS FOR INCREASING THE NUMBER OF CADETS 


Mr. Gary. Does the Coast Guard anticipate any difficulty in 
attracting the additional candidates for the Academy required to 
— the cadet corps to a level of 600? 

dmiral Ricumonp. Not at all. As a matter of fact, due to the 
efforts of everybody who is interested in this problem, including Mem- 
bers of Congress, the applications for the Academy have been growin 
annually at a very sizable rate. For example, the examination wil 
be held in about 2 weeks, and I was told the other day that this year 
we have already over 4,000 applications. Out of that, of course, we 
will appoint a class of about 200 cadets. So we feel we would have 
no problem at all. 


COST ESTIMATE FOR LIGHTHOUSE CONFERENCE 


Mr. Gary. What is the amount of money included in this estimate 
for Coast Guard responsibilities in connection with the International 
Technical Conference on Lighthouses? 

Admiral Ricumonp. $66,000, sir. 

Mr. Gary. Apparently you have a limitation of $100,000, but you 
are actually asking for $66,000. 

Admiral Ricumonp. That possibly is it. Possibly the other would 
be absorbed. 

Mr. Gary. You have the two amounts there. 

Admiral Ricumonp. Can you speak to that, Commander Goehring? 
You see, the difficulty is that we are just in the process of getting re- 
ports back on the number of delegates. I think the $66,000 is a more 
accurate figure as to what we think it will actually cost, but many of 
the countries which are to attend have not as yet indicated their 
acceptance. If it ran more than the $66,000, in other words, suppose 
at the last minute a larger number of delegates came in, we would have 
the authority to be covered on it if there were more. I think that is 
the explanation of the thing. 

Mr. Gary. In that event, any amount over $66,000 which you 
spent, you would have to absorb from some other appropriation? 

Admiral RicumMonp. That is correct. 

Mr. Gary. Mr. Canfield. This is on operations. 


RECOMMENDATIONS OF THE EBASCO SURVEY 


Mr. Canrretp. Admiral Richmond, since today is probably the 
last day on which I shall be taking part in the regular examinations 
of this subcommittee, I want to take my hat off to you and the mem- 
bers of your staff for all you have meant and all you mean to the Coast 
Guard of the United States and to the United States as a whole. 

When Secretary Anderson appeared before us a few days ago, I 
told him of the pleasure that is always mine when I read day after day 
of the activities of the Coast Guard carrying out the highest traditions 
of its Latin motto, ‘Semper paratus’—always prepared. I know 
I do not have to tell you that I think a lot of the U.S. Coast Guard 
and the U.S. Coast Guard Reserve. 

When the Secretary appeared before us he said, “Our justification 
for the increases in the Coast Guard in these difficult times lies mainly 
in the fact that they have been generated, for the most part, by reasons 





ao.|0OUrfe CO Se 


Ss + De 


Co nN 


co A 


SS oe ee 


a nm ny - & & 


ct a tnd bee 





553 


beyond our control; through annualization of increases authorized in 
the regular appropriation for the current fiscal year; by new legislation; 
or by long-delayed requirements that have been postponed from year 
to year in the past awaiting more propitious time, but for which it is 
imperative to request funds.” 

I think you will remember back in 1947, I believe it was, when I was 
chairman of this subcommittee and fathered the so-called Ebasco 
survey which developed some 100-plus recommendations for the im- 
provement and sequential buildup of the U.S. Coast Guard. It was 
soon thereafter that Secretary Snyder appeared before us and indicated 
that that survey had been most helpful and most wholesome, and 
most of the recommendations were being put into effect. 

I remember so well how you applied yourself as the Commandant 
of the Coast Guard to carry out those recommendations. They 
were difficult times for the Coast Guard. A revolution in the organi- 
zation itself was in progress, caused by the Congress and the demands 
of our people for economy and for a general reorganization of the 
executive establishment. 

The way you conducted yourself has pleased me immeasurably. 
You have come through with colors flying. Again I salute you and 
the men you have gathered around you here today. 


RESERVE CENTER AT YORKTOWN 


I mention the Reserve because I think the Reserve needed special 
attention, and it has received that. 

I was unable to be at the ceremony in Yorktown this summer 
because of my indisposition, but Chairman Gary and others have 
told me that the ceremony was a very fine one. 1 know how pleased 
he is with the locale of the new officer school and training center. 
What he has told me about it makes me feel that I want to see it 
reasonably soon, 

Mr. Gary. Will the gentleman yield? 

Mr. CANFIELD. Yes. 

Mr. Gary. In that connection, I hope it will be possible for us to 
arrange a trip down there some time this spring, before the Congress 
adjourns, for the entire committee. If you could take the group 
there, I think it would be very worthwhile. I was the only member 
of the committee that attended the opening and I think the entire 
subcommittee would be glad to see that new plant. 

Admiral Ricumonp. We would be very happy to take the com- 
mittee down there and show them what we have there and what 
we are doing. 

Mr. CanFIELD. The chairman and I have traveled afar, both at 
home and abroad, and I know he will agree with me in the statement 
I make now that it is very pleasing to hear, wherever we go, the en- 
comiums directed to the Coast Guard, and especially by our foreign 
friends, and most certainly that ought to be pleasing to your ears. 


OCEAN STATION PROGRAM 


Admiral, your ocean station program, you say, is your only major 
bs: fa funded by the Department of Defense on a continuing 
asis. 
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Admiral Ricumonp. Yes. 

Mr. CanFiEtp. Will you tell us briefly what you mean by that, 
and also just what that program embraces. 

Admiral Ricumonp. Mr. Chairman, first, before I answer that, let 
me thank you for the very kind things you have said about the Coast 
Guard and particularly about myself. I appreciate it very much. 
And may I say, as I have told you before, the Coast Guard, and I 
know the Coast Guard Reserve particularly, will regret that next 
year you will no longer be in Congress; but I am sure you know you 
will always have the best wishes of your friends in the Coast Guard. 

Mr. CanrFiEp. I know that, Admiral, and may I say to you and 
to all assembled in this room that I am retiring from the Congress; 
I am not retiring from activities. I am going to be active in the 
pursuit of happiness, and among those pursuits will be keeping my 
old friends and making new ones, and among my old ones I shall not 
forget my friends in the Coast Guard and my chairman and other 
members who are doing such a wonderful job for our country. 

Admiral Ricumonp. To answer your question as to the ocean 
station program, as you know, that is a statutory responsibility of 
the Coast Guard. 

In 1954 there was considerable question as to whether the program 
would or would not be continued. As you know, we operate six sta- 
tions. Other nations operate four additional stations. I am not sure, 
but there may be one or two extra ones now in the Pacific. For 
awhile the Japanese had an extra station. But in any case, there was 
a question about the continuation of the stations, which were then 
more or less controlled under the auspices of the ACC, that is, as to 
the desirability or nondesirability. 

In any case, in order to continue the stations it was decided at that 
time that the Department of the Navy—because those stations, aside 
from servicing these transoceanic planes, do have a place in the de- 
fense picture—the Navy, having decided these stations were abso- 
lutely necessary, was given the responsibility of paying for them, 
the Coast Guard doing the job. As a result, we have received as a 
transfer of funds, the funds to maintain those six stations. In other 
words, we are operating 18 vessels out of Navy funds, in effect. Those 
vessels do not exclusively—and I have made an allusion to that in 
my comments—they are not exclusively just ocean station vessels. 
In other words, they are Coast Guard vessels, and while on station 
in performing the search and rescue functions, or to and from or in 
the interim, they are in effect working for the Coast Guard. But that 
is a responsibility that we have. 

Stated another way, if for any reason the Navy would discontinue 
the use of these facilities, I do not believe, with my evaluation of the 
search and rescue requirements, that the Coast Guard could lay off 
the 18 vessels and still continue to discharge its duties along the coast. 
So of the 18 there is an indeterminate number we would have to come 
in and ask Congress for money to operate. 

Mr. CanFIELD. These vessels also have to do with Weather Bureau 
work? 

Admiral Ricumonp. Yes. Weather observations. They are pri- 
marily for search and rescue. They carry weather observers and that 
weather is transmitted to the planes. They act as a contact point for 
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planes flying over, and in addition to that they act as a communication 
facility. 

a CanFiEtp. Insofar as the morale of passengers in planes flying 
over seas, they have a great value, do they not? 

Admiral Ricumonp. I think very definitely. I do not want to go 
back several years ago, but I would say from the standpoint of the 
30-odd people on the Pan American Clipper that was forced down, 
they would feel it was money well spent by the American Government 
in maintaining those stations, and they probably would not be worried 
whether the Coast Guard or the Navy put up the money. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrievp. That is all. 

Mr. Gary. Mr. Pillion, do you have questions on “Operations”? 

Mr. Pri0N. I do not know if I am dealing with operations or not, 
but I have one or two questions. 


OPERATIONS OF CUTTER ‘‘COURIER”’ 


You mentioned the ship Courier. Is that the ship that broadcasts 
for the Voice of America? 

Admiral Ricumonp. Yes. 

Mr. Puui0oN. And what is the cost of that? 

Admiral Ricumonp. $674,000 a year, sir. It is paid for by the 
U.S. Information Agency. 

Mr. Prion. And that is a continuing program? There is no 
prospect of discontinuing it? 

Admiral Ricumonp. Well, from time to time we hear they will dis- 
continue it and build a station ashore, but I know nothing definitely 
about its being discontinued. 

Mr. Pru10Nn. I do not suppose you are in a position to evaluate the 
results of that operation from the standpoint of whether or not it is 
worth the money and the effort we are putting into it? 

Admiral Ricumonp. I certainly am not an expert on it, sir, because 
we are in an area here where I think Mr. Steed is in a much better 
position to evaluate it than Iam. From what I know, I think the 
Courier has been a very valuable adjunct to our program. In the 
first place, it is essentially a relay station rather than a primary 
broadcasting station. The broadcasts do not originate from the 
Courier. Through the use of the Courier they have been able to reach 
places they could not have reached otherwise. The use of the Courier 
has undergone several administration changes in the USIA, and they 
have been queried, I am sure, many times and they have always 
decided it is a desirable and necessary agency. So I would say that 
the indications are that the Courier has been more of a success than 
you would ordinarily expect. It was pretty much of an experiment, 
and very frankly, I had misgivings about it when it was first suggested. 
I am not entering into whether the broadcasting into the Middle East 
. a good thing or not, but as to reaching them, I think it is reaching 
them. 

LORAN STATIONS 


Mr. Priiion. Admiral, you mentioned the loran stations, that the 
A’s are in operation and the B’s are not. 
Admiral Ricumonp. That is correct. 
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Mr. Piti1on. How many are in operation? 

Admiral Ricumonp. There are around 50 loran A stations. 

Mr. Pixon. Will you tell me what a loran station is? 

Admiral Ricumonp. It is a long-range aid to navigation. 

Mr. Piuuton. Is it a building on land? 

Admiral Ricumonp. It is buildings on land, sir. 

Mr. Piiuion. With electronic type of machinery to receive and 
send? 

Admiral RicumMonp. Just send, sir. 

Mr. Pituion. They just send? 

Admiral Ricumonp. Yes. 

Mr. Pituton. Beams, and do they send it to a ship? 

Admiral Ricumonp. They send these signals out and any plane 
or ship with receiving equipment can use the service. 

Mr. Pittion. And as they receive that beam—are all planes 
equipped to receive that beam? 

Admiral RicumMonp. Not all of them. You have to have receiving 
equipment. Let me say I think probably today the majority of all 
transoceanic planes have receiving equipment. You would not find 
it on transcontinental planes, because loran A is essentially only 
operable over water. 

Mr. Pituron. Do they need two beams to get their location? 

Admiral Ricumonp. They are not beams, actually. Actually, you 
transmit a signal from each station, presumably simultaneously. If 
you are a great distance from the two stations, an electronic signal 
moves with the speed of light and there is a time difference which is 
measured and provides the navigator with a line of position, as we 
call it. A line of position, from a navigation standpoint, does not 
fix your position. You may be any place on that particular line. 
But if you can establish two lines, where they cross, that is your 
position. That is why we require two sets of two stations each; or 
we have a double master and slaves. 

Mr. Gary. Will the gentleman yield? 

Mr. Piuuron. Yes. 

Mr. Gary. We have visited a good many of these stations, and 
they operate as the admiral stated—two stations, a master and a 
slave, or a double master and two slaves. But because they are 
electronic beams, they have to get them away from interference as 
much as possible and they have located the stations in some of the 
most out-of-the-way places in the world. Those we visited, from the 
Arctic to the Equator, are completely isolated. There is no other 
activity near them. 

Mr. Pittion. In line with your statement, I meant to ask this 
question: 

What is the range within which a ship or a plane can receive these 
impulses? 

Admiral Ricumonp. For loran-A we usually say 700 miles daylight 
and 1,400 miles at night; and for loran-C, which we have been dis. 
cussing and which is an improved system, we can probably double 
that, 1,200 to 2,100 miles by day and about 3,000 miles at night. Of 
course land masses could greatly interfere with those figures. 

Mr. Pituion. You do not have any in the Antarctic area? 
Admiral Ricumonp. No. 
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Mr. Pituion. One of the most dangerous runs is the one between 
New Zealand and McMurdo Sound. The most experienced pilots 
are most fearful of that run of about 2,300 miles. They have a station 
midway between New Zealand and McMurdo Sound and most of the 
time the ship is asking the plane for the position rather than the plane 
asking the ship for the position. 

Off the record. 

(Discussion off the record.) 

Mr. Pituion. I do not think I have anything else. Thank you 
very much. 

Mr. Gary. Mr. Conte. 


REENLISTMENTS 


Mr. Contre. Admiral, on page 9 of your statement you say the 
reason for an increased annual cost of $2,895,000 is an upturn of 
reenlistment rates. 

Admiral Ricumonp. Yes, sir. 

Mr. Contes. By the same token, would there not be a saving there 
by reason of retaining a higher rate of reenlistments rather than 
recruiting new ones? 

Admiral Ricumonp. Undoubtedly, as this goes along there will be 
an offsetting saving in the training cost of new men, because there is 
no doubt taking new men in and keeping them 4 years is an expen- 
sive thing, and our reenlistment rate wil reflect savings in training 
costs. Whether or not, because of the number of enlistments we will 
have to take next year—we will take in a large number of men next 
year to take care of men going out—whether or not those training 
costs will dollarwise offset the longevity of these people, I am not 

repared to say. I would say it would probably be more of a saving 
in efficiency rather than a dollar for dollar offset for training costs 
that we can expect. 

R pi Conts. Will you increase your entire force in the Coast Guard 
this year! 

Admiral Ricumonp. There is an increase of, I think it was about 
— and various officers and some civilians. That will be in the 
table. 


RESTORING MILITARY GRADE STRUCTURE TO AUTHORIZED LEVEL 


Mr. Conte. In your statement you say you have included as a 
major program increase the $2,170,000 required for restoring military 
grade structure to its authorized level. Is there any minimum 
amount of time that an enlisted man has to have in the service before 
he is upgraded? 

Admiral Ricumonp. Only in very minimum rates. 

Captain Capron. Accumulatively there is, Admiral. 

Admiral Ricumonp. I was thinking after he comes in as a seaman 
apprentice there are so many months before he can go on above that, 
but do we have a specific requirement at the present time? 

Admiral HrrsuFievp. For certain rates, yes. 

Mr. Contes. I was wondering why there was a sudden jump here. 
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Admiral Ricumonp. It was because of the fact they should have 
gotten them by normal means last year but we could not promote 
some of them because we had to use the funds we had for other 
purposes. 

RADAR PROGRAM 


Mr. Conte. In regard to your radar program, vou are requesting 
$1 million, for a 3-year program, for radars aboard nine ships. Are 
these different type radars than you had on the ships in the past? 

Admiral Ricumonp. Yes, sir. They are newer and more effective 
radars and they are being supplied by the Navy, except we must pay 
for the installation. 

Mr. Conte. Will they be used at all in regard to the interception 
of missiles? 

Admiral Ricumonp. No, sir; strictly in the normal operation of our 
weather ships and our normal duties. _ : a 

Mr. Conts. Does the Coast Guard participate in our missile 
program? 

Admiral Ricumonp. No, sir. 

Mr. Conte. Not at all? 

Admiral Ricumonp. No, sir. 

Mr. Conve. I believe I have no further questions, Mr. Chairman. 
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Object classification 





1959 actual | 1960 estimate | 1961 estimate 





Direct program: 
Average number of all employees--.........-..----------- 41 110 97 
Number of employees at end of year_.............-------- 50 110 97 





01 Personal services: Other personal services_-.......---- 
GD: TERE io acu chins hanstaneneenaacavon scl esemimpmenoaaine 
03 Transportation of things 

04 Communication services--_-...- 
06 Printing and reproduction... ..............ccncscccccee 
07 Other contractual services _-_........-..--- 
OD TIRE OG TRAUITINE, |... ncn ecncencncsncdcess 
09 Equipment-_-...-.....- 
10 Lands and structures. --.-......------- 
11 Grants, subsidies, and contributions 
13 Refunds, awards, and indemnities 































15 Taxes and assessments.----- a 1, 798 658 720 
1959 program obligated in 1958___........--.-. GERI Licanccntctnnad barssonabannee 

"TOR GO GOAN a inves censvicticwcesscnccacscsans 11, 234, 202 26, 024, 308 31, 115, 000 

Reimbursable program: 

Tota] number of positions: Military ..............-.---.-- 100 408 470 
Full-time equivalent of all other positions._.............-- 15 29 29 
Average number of all employees---.-...-....-.----------- 89 437 499 
Number of employees at end of year_.........-.---------- 115 437 499 





Sens $326, 739 $1, 200, 724 $2, 075, 600 

















Other personal services: Civilian. __..........-..-- 93, 853 176, 230 176, 560 

Total personal services..........-.-.------------ 420, 592 1, 376, 954 2, 252, 160 

OR FEE os ccnccdnncebanbuseibnnssvscdedcnodssatadeawss 132, 522 411, 750 795, 000 
ee: eee 274, 851 317, 800 155, 000 
04 Communication services. ...........-..e.ccnccscncneee gg ee See 
05 Rents and utility services_ SOE ion ccnnnsnannaleneenshine ikem 
07 Other contractual services_-_..................-....... pa 8) ee 245, 000 
OB. Seer Gi MIRAOTIAS.._. oon cn ccnccccnccicccdnene 517, 675 414, 000 455, 000 
A I pe Se ee saa eeenates 6, 554, 435 6, 825, 000 3, 766, 000 
ee Oe eae ae 5, 181, 225 21, 814, 500 12, 305, 933 
11 Grants, subsidies, and contributions_...........-.---- 1, 220 23, 801 13, 907 
DRUES BAG CRONIN ao sec caccececannnanandunsscnass 1, 580 1, 500 12, 000 
Total reimbursable obligations_.................---- 15, 807, 236 31, 185, 305 20, 000, 000 

TI OENIIIIE oo duiwdaneseuncsdecdansensncadesan 27, 041, 438 57, 209, 613 51, 115, 000 














Mr. Gary. We will now take up the programs under “Acquisition, 
construction, and improvements.”’ 

The appropriation in 1960 for this item was $23,250,000. The esti- 
mate for 1961 is $31,115,000. The increase over the 1960 appropria- 
tion is $7,865,000. 


SUMMARY JUSTIFICATION DATA 


We will place in the record at this point pages 66 through 71 of the 
justifications. 
(The pages follow:) 
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Analysis of appropriation base for fiscal year 1961 


Reveinr aqnrenmnuen, 8960 Bt. 525s cs3ssSsssesSncs{ ste Sce $23, 250, 000 
uasmemontal appropreamon for WOU... ...-...-----------25---5--2525ce 
(ooo Dror Col CC | | | as ea eee ae 23, 250, 000 

Cost reductions: 
REVO WENNER chon nan wneo ncaa sieeescaemes 1, 231, 803 
Acuity No. 2. Aviston tacititees..............o..-s..-...--- 22, 578, 085 
Activity No. 3. Shore stations and navigational aids__..-_--_-- 3, 302, 788 
Activity No. 4. Repair and supply facilities_.....-...------- 2, 986, 716 
MAG IMSS WEMEIIURN oro esc hoeeacseucawiae se 30, 099, 392 
SEntan DOES BO UNOIIONG... 5 = en ccs ease ew aene —4, 075, 084 
Unobligated balance brought forward from 1959_-__---.--------- —2, 774, 308 
UN CTOS VETO TIE (0b. OS (1 5 ee os a ep a 23, 250, 000 
RMA ORME CT MUNN 8.2 ee hence nee sneaenctesetiUucucesei esses 
Increase over appropriation base for 1961_---.-_-------.-------- 31, 115, 000 
Appropriation estimate for 1961............--.---.------ 31, 115, 000 
Increase or decrease from total appropriation, 1960__...---- 7, 865, 000 


Comparison of appropriation base with appropriation estimate for 1961 


























Appropriation base Appropriation esti- Increase (+) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average} Amount | Average | Amount 
positions positions positions 
lo aE oe eee nore stare 16.0 |$12, 630, 000 16.0 | $12, 630, 000 
2. Aviation facilities = 9.2 | 8, 200, 000 9.2 8, 200, 000 
3. Shore stations and navigational 
eae ee 50.4 | 5,177, 200 50. 4 5, 177, 200 
4. Repair and supply facilities... ___. 2.4 | 2,365, 785 2.4 2, 365, 785 
§. Training and recruiting facilities_. 19.0 | 3, 203,000 19.0 3, 203, 000 
LN EE EEL LOSES, (Seance 97.0 | 31, 575, 985 97.0 | 31, 575,985 
Relation of costs to obligations......)..........]...........<Jeo..-----< —460, 985 |....-.---. —460, 985 
PID. 5 os ui ecaeanbabbnel chenbahbnelaeeatadaessel doonnechse ee)! ee 31, 115, 000 
Adjustment in base (net). ........--]------.--- dh Es eS, ere — 28, 250, 000 
Total appropriation 1960 and 
appropriation estimate for 
___ SRLS es Sa eae Se: Ree 23, 250, 000 |...----..- Bl, TIS, BOG Gnnswcanen) 7, 865, 000 























GENERAL STATEMENT 


The funds requested under this appropriation title represent capital investment 
for the acquisition or construction of new or replacement Coast Guard operating 
facilities, and the rebuilding or improvement of existing facilities. The programs 
planned for 1961 are for a few of the most urgent projects which comply with one 
or more of the following criteria: (a) Protect present investment, (6) remedy a 
dangerous condition which presently exists, (c) essential to operational require- 
ments. 

Summary of obligational authority by activities 















1959 appro- | 1960 estimate | 1961 estimate 

priation | 

| 
A CS a eS ee eee, $4, 000, 000 $5, 900, 000 $9, 275, 000 
ES ee 4 9, 000, 090 10, 950, 000 13, 860, 000 
III. Shore stations and navigational aids.....__- a 1, 781, 900 | 4, 046, 000 5, 617, 000 
IV. Repair and supply facilities. __........-.-_- ee: 1, 368, 100 | 2, 354, 000 588, 000 
V. Training and recruiting facilities. .-......-...----.-.----- 2, 000, 000 | 0 1, 775, 000 
pO 18, 150, 000 | 23, 250, 000 31, 115, 000 
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EXPLANATION OF LANGUAGE CHANGES 


“«“* * * that annual direct accrued expenditures * * * shall not exceed 
$26,500,000 * * *.” 

Public Law 85-759 states that whenever the President determines that a 
satisfactory system of accrual accounting for an appropriation has been estab- 
lished, the proposed appropriation transmitted to Congress for such account shall 
be accompanied by a proposed limitation on annual accrued expenditures. The 
law defines accrued expenditures as the cost of goods, services, and other assets 
received, advance payments, progress payments, and any other liabilities becoming 
payable during the fiscal year concerned. In case of ‘Acquisition, Construction 
and Improvements’’ it has been determined that a satisfactory accrual accounting 
system exists and in accordance with law, an accrued expenditure limitation is 
proposed. 

The $26,500,000 limitation proposed was derived by applying to the estimated 
funded costs of the direct programs the net change during fiscal 1961 in advances 
and uncompleted work orders; and then adding a 10-percent contingency factor. 
This contingency factor will provide a reasonable margin of safety during this 
first year when controls must be developed to insure against exceeding this newly 
proposed accrued expenditure limitation. In effect, the Coast Guard must 
superimpose upon its present accounting controls on obligations a further control 
on the magnitude of unpaid, undelivered orders. In addition, it must develop 
a@ more accurate method for estimating this quantity so that the proposed accrued 
expenditure limitation is realistic and will not obstruct the execution of programs 
included in the approved budget. 

The provision to allow transfer of limitation authority between Coast Guard 
appropriations carrying such a limitation is also in accordance with the law 
which states that the budget may include provisions authorizing the transfer 
between limitations on accrued expenditures, limiting by amount or percent the 
size of any transfer so proposed. 


ANALYSIS OF APPROPRIATION BASE 


The Appropriation Act for 1960 provides funds in the amount of $23,250,000. 
Costs to be incurred during 1960 are estimated at $30,099,392 and related to the 
amount appropriated as follows: 


Estimated costs during 1960__--_-.-.------------------ ss cecsietenceaits $30, 099, 392 
Accrued resources: 
(a) Start-or year (—) . ...5 <- 2.55050 s25555525 — $3, 352, 966 
(G6) WRG Gl SGAPs oo. coc nsosn cesquecessnnase 7, 461, 022 
—————_———_ 4, 108, 056 
Obligations for goods and services on order but not 
received: 
(a) Startiof year CG). 2.-......-0c+-4-0225< — 20, 558, 735 
0) SU Or WORD. bocce schewaeesuaanae wae 12, 375, 595 
——_——_—_—_——— — 8, 183, 140 
Unobligated balance brought forward (—)---------------------- —2, 774, 308 
Appropriation for: 10600: . < =. ~ ..25666-4censessscsessonaccs 23, 250, 000 
Reduction for 1960 program._...__-.---------------------- 23, 250, 000 
Appropriation base, 1961. .........<-..6....-4-<-<s.---+-- 0 


The entire amount of the 1960 appropriation is deducted leaving a zero appro- 
priation base for 1961 as all the 1960 projects are nonrecurring. 
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Summary of 1961 estimates, by projects 


















Estimated —s of 1961 obli- 
costs incur- ts to gations 
red, 1961 eligdion 1 
I. Vessels: 
(a) Replace overage 83-foot patrol boats........-..... $5, 100, 000 $1, 000, 000 $6, 100, 000 
SS ee 700, 000 800, 000 1, 500, 000 
| eee 1, 200, 000 300, 000 1, 500, 000 
(d) Design for large cutter replacement__-__.....-.--.- 150, 000 25, 000 175, 000 
Projects authorized in prior years... .-...-.--..-- 5, 480,000 | —5, 480,000 |-...-.-.-.-... 
PE RID no rev avccene cece a acuusuwcascesoone 12, 630,000 | —3, 355,000 9, 275, 000 
II. Aviation facilities: 
(a) Acquisition of replacement aircraft and procure- 
ment of spare parts: 
(1) Acquisition of replacement aircraft -_-_--..- 50, 000 13, 480, 000 13, 530, 000 


(2) a of spare parts for 2 UF air- 
| EES ET Ea ae 

(6) Repair runway and ridge Coast Guard Air 
Station, Elizabeth City, N 
Projects authorized in prior years 





Total avintion faciiition......... .....0...6..cccense< 


III. Shore stations and navigational aids: 
Se i waa 
(b) Miscellaneous aids to navigation projects... ..--.-- 
(c) Selected aids to navigation projects_........-.-.-- 
(d) Replacement of lightships with fixed structures: 

(1) Buzzards Bay lightship replacement-_-.-- 

(2) Brenton Reef lightship replacement -_--- 

(e) — a primary radio station, New Or- 
(f) Guaeuien | Bay Channel, Tex. 

(9g) Brazos Santiago Jetty lights... i 

(h) Repair wharf, Juneau moorings. ---.-.-.--.-.----- 

(i) Replace obsolete facilities at depot site, Char- 

Spveie aamebont BORO... 8... owen cen secess 

Projects authorized in prior years 








Total shore stations and navigational aids_.__._...-- 


IV. Repair and supply facilities: 
(a) Construct Coast Guard Depot Keokuk to sup- 
port Coast Guard Cutter Lantana_...__--..---- 
(b) ee of Coast Guard Depot, vines tatoed 


(d) Extend wharf, , Corpus Christi, Tex___...- 
(e) Repair bulkheads, docks and buoy slabs, base, 
Pe, TA oii ciwedrantnchdhsanusersena 


V. Training and recruiting facilities: 
(a) Extension of classroom space, Coast Guard 
Academ 
(0) Construction of maintenance shop building, 
Ooast iuend Academy... .................-.--.. 
(c) Survey of facility requirements, Coast Guard 
Academ 
(d) Construct operating force barracks, 
Center, Cape May, N.J 
Projects authorized in prior years. _....-...-.----.--- 


operating force barracks, — Receiving 


Total training and recruiting facilities............-- 


i 
































30, 200, 000 
2,812,500] 2,812, 800 j.............. 
5, 177, 200 439, 800 5, 617, 000 
Jk eee ene 133, 000 
SRY dew csancecueasn 114, 000 
100, 000 64, 000 164, 000 
*_)) RRR E 55, 000 
OS) eee 122, 000 
1, 841, 785 | —1,841, 785 |............-- 
2, 365,785 | —1, 777,785 588, 000 
80, 000 42, 000 122, 000 
100, 000 350, 000 450, 000 
et eee eee 20, 000 
Sk eee 1, 183, 000 
1,820,000 | —1,820,000 |.............. 
3, 203,000 | —1, 428,000 1, 775, 000 
31, 575, 985 — 460, 985 31, 115, 000 











1 Obligations for goods and services not received in 1961. 


Mr. Gary. Now, Admiral, you can continue your remarks with 


reference to that program. 
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GENERAL STATEMENT 


Admiral Ricumonp. Under this appropriation we are requesting 
new obligational authority of $31,115,000 for fiscal year 1961. This 
is an increase of $7,865,000 over the current year. This increase is 
one step in a needed program for replacement of Coast Guard facilities 
on a scale significantly greater than heretofore. These proposed 
expenditures will be used almost entirely for urgently required replace- 
ment or rehabilitation of the existing physical plant, as opposed to the 
acquisition of new facilities for expansion of programs. Thus, as in 
previous years, replacement is the keynote of our appropriation request 
for the coming year. Consequently, expenditures for acquisition of 
new facilities are limited to those of an overriding priority. 


VESSELS 


As I mentioned earlier, a survey of requirements of the Coast Guard 
as to its floating plant has been made by officers of the service. This 
survey points up the need to replace vessels as they become inadequate, 
deteriorated, and overage, as soon as it is feasible to do so as a first 
step in keeping the Coast Guard fleet on a reliable, operationally 
effective basis, well designed to meet current and future demands 
upon the service. 

Our current request includes $9,275,000 for partial replacement of 
three separate classes of wooden-hulled vessels. Of this amount, 
$6.1 million will be devoted to replacement of the old wooden-hulled, 
World War II, 83-foot patrol boats. These vessels are in worse shape 
than other vessels in the fleet, and it has become necessary to restrict 
their operations accordingly. 

To review this program to date, funds provided in 1958 and 1959 
to replace 83-footers were used to construct fifteen 95-foot patrol 
boats—larger, more substantial craft for use in localities where vessels 
are needed with better sea-keeping qualities and longer range than the 
83-footers. With funds available in 1960 we are constructing 15 patrol 
boats somewhat smaller than the 95-footer for operation in less exposed 
waters. The funds requested for fiscal year 1961 should buy 18 more 
of these new patrol boats. This will leave approximately 12 vessels of 
the 83-foot class in operation. Although these remaining craft will 
operate primarily in protected waters, they are deteriorating rapidly 
and cannot be depended on for rescue or law enforcement work under 
adverse conditions. 

$1.5 million of the 1961 vessel construction funds will be used to 
build five buoy boats. This is part of a program to replace 10 inade- 
quate, deteriorated vessels (which are in the very last stages of their 
usefulness) with 8 modern boats. Funds appropriated in 1960 to 
start the program were adequate to construct only two of these boats 
rather than the three originally planned, so that funds will ultimately 
be required for one additional boat. 

An additional $1.5 million will be allocated to replace six small 
harbor tugs. These small, or multipurpose, boats are used for search 
and rescue, aids to navigation, logistics, and boarding in semipro- 
tected waters. They, too, are reaching the end of their useful lives. 
The wooden hulls are rotting, the machinery is obsolete, and repair 
costs are excessive. 
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The remaining $175,000 will be used to design a replacement for 
major cutters. Since many of these vessels are approaching the end 
of their useful lives, the development of design plans should be 
undertaken as early as possible. 

Immediate replacement is also required for certain of our overage 
lightships. Engineering studies indicate the feasibility of replacing 
many of our lightship stations with fixed offshore structures. Con- 
struction of two of these structures is provided for in 1961 and will be 
discussed later under the shore stations category. 

We have not included funds in our budget estimates for replace- 
ment of 165-foot patrol craft; rather, we have concentrated on in- 
creased small wooden-hulled vessel and lightship replacements. 
However, in fiscal year 1962 we hope to inaugurate a substantial 
construction program to begin the retirement of the 165-foot patrol 
craft from service. Otherwise, in all probability, we will be faced 
with the alternatives of tying up these essential vessels or expending 
considerable funds to keep them in limited operational status. I[ 
emphasize this point, as during the next few years a substantially 
larger proportion of our ‘Acquisition, construction and improvement” 
appropriation requests will be for new vessels. 


AVIATION 


Passing now to our aviation program, I would like to review briefly 
our progress in implementing the revised joint report on aviation 
requirements, which was prepared at the request of this committee. 
The report envisaged a 6-year plan costing about $100 million—$62 
million for “replacement” aircraft, $22 million for “additional’’ air- 
craft, and $16 million for facilities. Price increases have since raised 
this total requirement to about $111 million. We have received 
almost $33 million to date. The fiscal year 1961 request is for $13.86 
million, leaving some $65 million required to complete the program. 
It would be unrealistic to attempt to complete the program within 
6 years as originally contemplated. Reasonable funding limitations 
will not permit such action. Disproportionate acquisition over a 
short period would result in the aircraft becoming overage at approxi- 
mately the same time—thus increasing maintenance and replacement 
problems. Further, our vessel replacement problem has reached an 
urgency comparable with that of aircraft, so that future funding 
should be apportioned accordingly. 

We are hopeful that the replacement of aircraft portion of the 
program will be completed within the next several years, always 
having in mind what moneys may be made available to us for this 
purpose and the present period of fluidity in the aircraft industry as 
to type changes. Our attention can then be turned to questions 
rine ving additional aircraft and facilities in the light of foreseeable 
needs. 

The $13.86 million requested for 1961 will procure three long-range 
landplanes (SC-130’s) to replace three overage R-5D’s; six medium 
helicopters (HUS’s) to replace six overage HO-4S’s; and necessary 
spare parts for two UF-2G amphibians required for the 5-year exten- 
sion of service life resulting from modifications. As a final aviation 
item, $250,000 is requested for essential repairs to the primary north- 
south runway at the air station, Elizabeth City, N.C. This repair 
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item, with that of last year, will provide safe runways in both north- 
south and east-west directions. 


SHORE STATIONS AND NAVIGATIONAL AIDS 


The next major activity under the “Acquisition, construction and 
improvements” appropriation is shore stations and navigational aids. 
One unique item in this category—which I touched on briefly in my 
discussion of vessels-—is the caiaeuben of lightships with fixed off- 
shore structures. 

Nine of our lightships will be over 50 years old by 1961. They are 
the oldest, most obsolete vessels in our fleet; their replacement is 
essential. However, I do not feel that replacement of one lightship 
with another is necessarily the best course of action. There is amore 
advantageous way to provide comparable offshore navigational aids 
in some areas—through the use of fixed structures erected offshore. 

The Coast Guard has been following closely the development of the 
offshore oil rigs in the gulf and the “Texas Towers” in the Atlantic. 
Studies have established the feasibility, from both an operational and 
engineering standpoint, of replacing many of the existing lightship 
stations with fixed offshore marine structures—light stations—rather 
than with new lightships. The economic advantage of these light 
stations vary from site to site. In the two cases in point we are re- 
questing $1.8 million for two offshore light stations, whereas two re- 
placement lightships would cost 40 percent more. As this program 
ae arg an additional savings will accrue since, on the average, each 
ightship station replaced eliminates the need for 1% lightships. In 
addition, operating expenses of the fixed structures are less than those 
of lightships. The effective range and reliability of light, radiobeacon, 
and fog signals emanating from fixed structures will exceed those from 
lightships, to the obvious benefit of the mariner. Our request for 
1961 includes two pilot installations, each with different operational 
and engineering characteristics, one of which will be manned and one 
remotely controlled. 

The next largest shore station replacement project is construction 
of a replacement primary radio station near New Orleans. The opera- 
tional shortcomings of the existing station have seriously hampered our 
search and rescue and law enforcement patrol efforts in the Gulf of 
Mexico and coastal areas for some years. The present transmitting 
station is located at a deactivated Navy radio facility in downtown 
New Orleans. Broadcasting stations, industrial activities, and the 
Coast Guard station, create mutual interference to the extent that 
essential and often urgent communications are disrupted. Yet the 
radio station acts as the hub of the Coast Guard’s communications 
network through which operational control of Coast Guard units in 
the gulf area is maintained. Funds for an electronic system survey 
and for site acquisition were appropriated in 1959. We have com- 
pleted our surveys, are acquiring a site, and are ready to proceed with 
construction of the new radio station. 

Other replacement projects under this heading total $442,000 and 
include replacement of obsolete facilities at Charlevoix Lifeboat 
Station and repair of a rotted and unsafe wharf at Juneau, Alaska. 
In addition, in order to support the operating expenses programs for 
safety, the construction of two new manned moorings is included at a 
total cost of $202,000. 
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In keeping with our policy of replacing rather than enlarging the 
physical plant, our aids to navigation request for 1961 has been held to 
a minimum. Yet, as in the recent past, this group of four items 
totaling $1,677,000 is of considerable magnitude. One item is for 
$507,000 to install miscellaneous minor aids; the second is for $947,000 
to mark larger projects which are part of Corps of Engineers improve- 
ments to navigable waters. These funds will enable us to keep 
reasonably ahead of the backlog of minor aids projects and permit the 
marking of Corps of Engineers projects scheduled for completion. 
The other two aids to navigation projects, totaling $213,000, consist 
of marking the Galveston Bay Channel with ranges and constructing 
a light off Brazos Santiago jetty, Texas. These two projects replace 
systems of aids now in existence which have caused navigation 
problems for vessels using them. 


REPAIR AND SUPPLY FACILITIES 


Under the next activity in the ‘Acquisition, construction, and 
improvement” program we are requesting $588,000 for five relatively 
small projects at repair and supply facilities. Two of these projects 
total $247,000 and provide for construction of small aids to navigation 
depots on the rivers at Keokuk, Iowa, and Memphis, Tenn. ‘These 
projects involve improvement of moorage and logistic support facilities 
for river tenders and will result in some economy, saving time and 
effort. Two other projects total $286,000 and provide for replace- 
ment and repair of deteriorated docks and structures at base, Ports- 
mouth, Va., and depot, Southwest Harbor, Maine. The final item 
totaling $55,000 is to extend the wharf at depot, Corpus Christi, from 
54 to 162 feet to provide adequate moorings and working space for the 
93-foot and 100-foot tenders assigned. All of these projects are 
badly needed, as they are essential to existing operational require- 
ments. 

TRAINING AND RECRUITING FACILITIES 


The last activity under the “Acquisition, construction, and im- 
provements” appropriation is a request for $1,775,000 for improve- 
ment of training facilities. 

The major project in this group is construction of barracks for the 
operating force at Receiving Center, Cape May, N.J. In justifying 
this project, I would like to review the station’s history. Most of 
the structures at the station are temporary buildings built during 
World War I and World War II when the unit was a naval air facility 
and frontier base. The station is now used as the Coast Guard’s 
basic training station for the eastern half of the United States. Also 
housed on the reservation: are 42 enlisted men assigned to operating 
units of the Third Coast Guard District. Several barracks, which are 
centrally grouped, have remained in service since construction in 
World War I. They have been taken in and out of caretaker status 
several times: the roofs leak; floor joists, sheeting and wall studding 
are rotted due to age; steam and water pipes leak. The space avail- 
able per man is approximately one-half that of accepted standards. 

In summary, the majority of the barracks are not of the type you 
would care to have young servicemen live in. It is planned to pro- 
gressively replace the recruit barracks on their present sites and to 
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construct new facilities for the operating force apart from the recruit 
area. In order to retain full recruit capacity during barracks con- 
struction, it will be necessary to construct operating force facilities 
first. Thus, the old operating force barracks may be used by the 
recruits while new recruit barracks are being constructed. The 1961 
request provides for construction of operating force barracks—the 
first step in obtaining adequate living facilities at Cape May. 

The other three training facility items totaling $592, 000 are for 
improvement of facilities at the Coast Guard Academy. You will 
recall that in 1959 Congress appropriated $2 million to provide 
adequate living facilities for some 600 cadets. Yet there was no 
corresponding increase in academic facilities to allow for the increase 
over the original (1932) capacity of 200 cadets. This requirement is 
of first priority. At the present time, maintenance facilities are 
contained in the same buildings as academic facilities, to the detri- 
ment of each function. Classrooms and laboratories are too small 
for proper academic instruction of the present corps. It is therefore 
proposed in 1961 to construct a separate maintenance building away 
from the academic activities and to convert maintenance space in 
the academic building into classrooms and laboratories. This action, 
combined with the new barracks and mess now being constructed, 
will provide adequate living and better academic spaces for the present 
corps of cadets. It will not, however, provide for replacement = 

certain temporary, wooden, World War II buildings still in use. 
order to insure proper planning for ultimate replacement of oon 
structures as wel as to determine the need for additional facilities, 
we have included an item for $20,000 in this request to make a survey 
of the Academy. bie present ground area of the Academy is 
severely limited and adjacent property is not readily available. In 
addition temporary pailacnes occupy valuable space. This survey 
will determine the most effective use of the property and set out 
proposed locations of needed facilities. 

I cannot close this discussion of our “Acquisition, construction, 
and improvements” appropriation request without again emphasizing 
my conviction that a timely and adequate cutlay of funds for capita 
improvement must be made if we are to maintain operational effec- 
tiveness of the Coast Guard. The projects I have discussed are the 
most urgent at this time; moreover, they are examples of similar 
conditions existing throughout the Service. 

I might add one thing at this point as a general statement to give 
you an idea of the situation. I have told the committee before 
that our engineering department i 18 prepared to present a review of 
our problem at any time the committee may desire. I know the 
committee is busy now. I would like very much to invite the com- 
mittee to view this presentation some time later in the spring if we 
could have a few hours of the committee’s time, not with the idea of 
influencing any budget consideration, but so that the committee would 
have a full realization of the problem. I can only say we are now on 
a 500-year replacement program at the present time. In other words, 
at the rate we are replacing, it would take 500 years to replace our 
shore establishment across the board. In view of the fact that it 
is a situation common to aviation, ships, and shore units, I think 
you can appreciate the problem all of us are faced with. 

Mr. Gary. Where would this be? 
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Admiral Ricumonp. We could come up to the committee room or 
we would be very happy to have the committee come down to Coast 
Guard Headquarters, sir. I would like to let the men who are 
responsible for keeping our plant going tell the committee just how 
they evaluate the situation, sir. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


ACCRUED EXPENDITURE LIMITATION 


Admiral Ricumonp. I might also point out, Mr. Chairman, that 
both of the appropriations that I have reported on, “Operating 
expenses” and “Acquisition,” have been placed in this presentation, 
under an accrued expenditure limitation. My comments on that 
appear at the end of my statement, and with your permission I would 
like to read that to you at this time. 

Mr. Gary. Very well. 

Admiral RicumMonp. As you will recall, the Coast Guard was one 
of the first agencies to prepare its appropriation request in the form 
of a cost-type budget. We are now in the fourth year of such a 
presentation. This year, as in the past year, we have been selected 
to present our budget under the accrued expenditure concept author- 
ized by Congress under Public Law 85-759. On this basis, ap 
accrued expenditure limitation has been proposed for our ‘Opera- 
ting expenses” and ‘Acquisition, construction, and improvements” 
appropriations. 

Mr. Gary. Now will you tell me, what is the effect of that recom- 
mendation in the budget? 

Admiral Ricumonp. As far as the efficiency of operation of the 
Coast Guard, we can foresee at this point no improvements from it. 
As I have indicated in my statement, it is a fact that we, probably 
as much as any other agency, have the tools with which to test the 
value of this accrued expenditure limitation, and it is my under- 
standing that that is really the purpose of having the Coast Guard 
undertake this task. 

I might add that it is our understanding that we are to be given a 
great deal of latitude in developing the controls. That would be left 
pretty much to our judgment. It was for that purpose, and also not 
to put us under too tight a limitation that would impede the activities 
of the Coast Guard, that we were allowed to include in here an accrued 
expenditure limitation slightly in excess of the expenditures which our 
estimates indicate will accrue during 1961. 

Mr. Gary. Last year it was recommended to apply only to your 
acquisition program, was it not? 

Admiral Ricumonp. No. My recollection is that it was both pro- 
grams at that time, sir. 

Mr. Gary. Did that cover the entire operations program? 

Mr. Jounson. The two programs, “Operating expenses” and 
“Acquisition, construction, and improvements.” 

Mr. Gary. It applies to the entire expenditures of both of those 
appropriations? 

Admiral Ricumonp. Less any reimbursements or transfers. 

Mr. Jounson. The reimbursements are excluded from the limita- 
tion. 
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* Mr. Gary. What do you estimate that will cost you? 

ff Admiral Ricumonp. We have felt it could be as much as $50,000 
or $60,000, probably $60,000. I think that is predicated, as I recall, 
that we probably would need about 16 people to establish and main- 
tain the controls necessary to implement this. 

Mr. Gary. Did the Coast Guard request that this be inserted in 
the budget? 

Admiral Ricumonp. No, sir; it did not. 

Mr. Gary. It was put in by the Bureau of the Budget, is that 
correct? 

Admiral Ricumonp. It was put in, shall be say, at the direction of 
the Bureau of the Budget. 

Mr. Gary. Do you know what other appropriations this program 
has been requested for? 

Admiral RicumMonp. No, sir; I do not. 

Mr. Gary. Do you know, Colonel Johnson? 

Mr. Jounson. I understand, Mr. Chairman, that the President’s 
budget message indicated that the budget provides for accrued ex- 
penditure limitations for 12 appropriations in accordance with legis- 
lation enacted in 1958. I do not ewe a list of those appropriations 
at this time. Two of them, of course, would be Coast Guard. 

Mr. Gary. What are we going to get in dollars and cents from this 
$60,000 we are going to spend? 

Admiral Ricumonp. I do not think anybody in the Coast Guard 
could answer that question, and I am not sure that anybody could 
give you a specific answer to it. As I understand the picture, Con- 
gress has endorsed it by making it a requirement. The Coast Guard 
has an accounting system that would permit its being tried out. I 
think this is an effort to see if this is, in fact, workable and would be 
effective, sir. I do not know that anybody could say definitely what 
would be the gain. In fact, last year when this matter was discussed, 
it was my understanding that it was to find out if there would be any 
effective gain from it that the proposal to insert the limitation in our 
appropriation language was made, sir. 


EXPENDITURE LIMITATIONS ON ACQUISITION AND OPERATING 
APPROPRIATIONS 


Mr. Gary. In the President’s budget, the estimated expenditures 
for 1961 are $207,111,000, and for acquisition, construction, and im- 
provement, $27 million. 

Admiral Ricumonp. That is right. Those are the estimated ex- 
penditures or disbursements—but not the accrued expenditures. The 
accrued expenditures, on which the limitations are based, are esti- 
mated at $207,519,500 for “Operating expenses” and $24,115,000 for 
‘Acquisition, construction i improvements.” 

Mr. Gary. What are the limitations? 

Admiral Ricumonp. Ten percent on acquisitions above that figure, 
and about 2 percent on operating. 

Captain Capron. They changed it from last year. Last year it 
was 10 percent on both appropriations. 

(Off the record.) 

Admiral Ricumonp. The ‘Operating expenses” has a $212 million 
limitation. 
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Mr. Gary. What about the other? 

Admiral Ricumonp. The other is 10 percent. 

Mr. Gary. The acquisition? 

Mr. Jounson. The acquisition is $26,500,000, Mr. Chairman. 

Admiral Ricumonp. It is specifically $26,500,000 in acquisition. 

Mr. Gary. In other words, insofar as ‘Acquisition, construction, 
and improvements” are concerned, the proposed limitation is less than 
the estimate in the President’s budget. 

Admiral Ricumonp. No. We must not confuse expenditures which 
you are referring to in the President’s budget with accrued expendi- 
tures. Our expenditures, or actual disbursements, under acquisition 
are estimated at $27 million. 

Our accrued expenditures are estimated at $24.1 million. Our 
accrued expenditure limitation is set 10 percent higher than the 
$24.1 million; that is, at $26.5 million. 

(Off the record.) 


PATROL BOAT REPLACEMENT PROGRAM 


Mr. Gary. How many over-age 83-foot patrol boats needed to be 
replaced at the inception of the replacement program in fiscal year 
1960? 

Admiral RicuMonp. How many 83-footers did we have at that 
time? 

Mr. Gary. No. How many needed to be replaced? 

Admiral Ricumonp. As a practical matter, they all need to be 
replaced, sir. We are already putting more money into many of the 
boats than we should. 

Mr. Gary. What number would that be? 

Admiral Ricumonp. Forty-four, sir. 

Mr. Gary. How many of these boats are being replaced in 1960? 

Admiral Ricumonp. Out of the 1960 money, we plan to obtain 14 
boats, sir. 

Mr. Gary. How many of these boats are proposed for replacement 
in 1961? 

Admiral Ricumonp. Eighteen. 

Mr. Gary. How many of these boats will remain for replacement 
in 1962? 

Admiral Ricumonp. That would be 12, the balance of the fleet. 

May I explain this, sir. In my statement I have already indicated 
the seriousness of our problem with the larger vessels. There are 
many arguments in favor of carrying the replacement of the 83-footers 
through to the ultimate replacement. On the other hand, as we 
approach 1962 and we begin to look at the dollars which may be 
available to us for 1962, if the 12 remaining 83-footers can be kept in 
commission economically, we may shift our emphasis to the replace- 
ment of other vessel types since we are drawing to the close of the 
83-footer program. 

Mr. Gary. How long will it take to amortize the 14 new boats 
through reduction in maintenance costs? 

Admiral Ricumonp. That would be difficult to answer specifically ; 
there are so many factors. Obviously the new boats will be cheaper 
to operate and have fewer personnel on them. Therefore, there are 
savings there. The maintenance should go down considerably because 
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they would be new boats and we are very§hopeful that these boats 
will result in a material saving. 

I think I indicated in my statement that we just put about $80,000 
in one of these 83-footers when perhaps $10,000 should have been 
enough for annual repair. 

If by “amortizing’’ you mean savings to amortize the cost of the 
boats, I would say it would take 10 years to amortize the construction 
cost of the boats from potential savings, if that is what was intended 
by the question. 

Mr. Gary. How long will it take to amortize the six new harbor 
tugs through reduction in maintenance costs? 

Admiral Ricumonp. I would be only guessing at this point. We 
shall try to make some studies on that and put it in the record, sir. 

(The information requested follows:) 


Estimated amortization of construction costs 


Se FOOL AITO OONas cu nas tanwtoconecsavensenustacsotausauceces swans 4% 
65-foot harbor tugs 7 


BUOY BOATS 


Mr. Gary. What will be the unit cost of the buoy boats proposed 
in this budget, and when will they be amortized through reduction 
in maintenance costs? 

Admiral Ricumonp. The cost of the buoy boats is running about 
$300,000. Last year we thought we could get them for $200,000. 
Actually the buoy boats are running $300,000. Again, there you have 
another factor. When we get these buoy boats we are replacing 
10 existing boats with 8 boats, so that would be a factor in the amorti- 
zation. Again I would have to make some study of it to provide a 
reasonable figure. 

(The information requested follows:) 


Estimated amortization of construction costs 
Years 
HGP KWONG: oc os vo wore soars can eee ceseehesn os eeauean cases seesas 7 


CUTTER REPLACEMENT PROGRAM 


Mr. Gary. Will the design for a cutter replacement be performed 
by Coast Guard personnel or by contract? 

ApmirRAL Ricnmonp. I am not sure. I feel that undoubtedly 
we would call in some outside help at least. Whether or not we 
would simply give out a contract to a concern like Gibbs & Cox, a 
naval architects firm, I would be doubtful. I think probably it 
would be more assistance from such concerns. 


C-130-B AIRCRAFT 


Mr. Gary. What use is made of the C-130-B aircraft now available 
to the Coast Guard? 

Admiral RicumMonp. Which is that? 

Mr. Gary. The 130-B. 

Admiral Ricumonp. At the present time no use, sir, because we 
have just obtained delivery within the last month. We are just now 
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in the throes of familiarization with this new aircraft. The delivery 
of the first two was finally made, I believe, the first or second week 
in January. The first aircraft is at Air Station, Elizabeth City, 
at the present time. It is being utilized in operational search. I 
know that on one occasion since delivery it has been out ona 10- 
hour search. However, at the present time these aircraft are being 
utilized essentially by the crews for familiarization. 

Mr. Gary. How many of such aircraft do you now have? 

Admiral Ricumonp. If we got delivery of the third one—— 

Admiral Htrsurietp. We have not received the third one. 

Admiral RicuMonp. Either this week or the next week we are to 
get delivery of the third one, sir. 

Mr. Gary. What use will be made of the additional 130-B’s 
requested? 

Admiral Ricumonp. These are replacement aircraft for the R5D’s, 
the DC-4’s, that we now have, all of which either are or will be over- 
age by 1961. As the new C-130’s are received, they will replace the 
oldest or more expensive to maintain; probably those most expensive 
to maintain, rather than the oldest, R5D’s. 

Mr. Gary. The question is the operational use of these. 

Admiral Ricumonp. Exactly the same as the R5D’s presently used, 
long-range search and rescue, sir, primarily. Although with the 
C-130 having so much more capability, we are studying every possible 
use of these planes, and we feel they offer a great many possibilities 
for logistic services that we could not accomplish with the R5D. 


REPLACEMENT OF LIGHTSHIPS 


Mr. Gary. Is the program for replacement of lightships with fixed 
structures the only measure recommended at this time for replacement 
of the lightships? 

Admiral Ricumonp. It is not the only one, because several vears 
ago we replaced two or three of the older lightships with new light- 
ships, and we know there are certain areas where, because of depth of 
water and other things, you must depend on a lightship. Our purpose 
here was in those places where you could substitute for a lightship a 
fixed structure which we feel offers possibilities of greater efficiency. 

Mr. Gary. We meant in this budget at this time. 

Admiral Ricumonp. There is nothing in this budget other than these 
two replacements for the lightships. 

Mr. Gary. Will this be sufficient to prevent accumulation of a major 
budget problem in lightship replacement? 

Admiral RicuMonp. We think so. With these two structures we 
relieve—we have a bit of a problem. I started to say we relieve two 
lightships. Actually we do not, because we have been forced to 
remove a lightship from one station already and have established a 
buoy there. This, in effect, would relieve almost three lightships. 
You see, the problem of the lightship is that you not only have to 
have the lightship in a certain area, but for a given number of light- 
ships you must have a relief lightship. So that is one of the advan- 
tages of this program, and that is one of the reasons that, in my 
statement, I referred to the fact that you can save about one and 
one-third lightships when you replace one lightship station with a 
fixed structure. 
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LIGHT AND FOG SIGNALS AT BRAZOS SANTIAGO JETTY 


Mr. Gary. How satisfactory will the new light and fog signals be 
on the Brazos Santiago jetty? 

Admiral Ricumonp. We feel that it will be an improvement and 
perfectly adequate for the needs in that area. 


SURVEY OF ACADEMY FACILITIES 


Mr. Gary. When will the survey of facilities requirements at the 
Coast Guard Academy be completed? 

Admiral Ricumonp. Since we have nov contracted with any com- 
pany for the work, I could not answer that, but if we are successful in 
getting a competent company—and there are only a limited number 
of companies, in our opinion, which specialize in this type of work—I 
cannot conceive, if they have had any experience along this line, that 
it should be a very prolonged study. At the Academy site there is 
limited acreage to work in. It is not a question of deciding whether it 
ciate be better to put it over in the next township or something like 
that. 

(Off the record.) 

Mr. Gary. Do you feel the construction now underway is all that 
can wisely be undertaken pending completion of this survey? 

Admiral Ricumonp. I believe so, yes, su. Including, of course, 
that herein requested. 


RECEIVING STATION AT CAPE MAY 


Mr. Gary. What is the extent of continuing utilization of the 
receiving station at Cape May? 

Admiral Ricumonp. The operation at Cape May has been on a 
very stable basis now for the past 4 or 5 years in number of recruits 
we put through annually both for the Regular service and the Reserve. 
We see no reason to anticipate any great variance in the number. 
Of course, if the reenlistment rate goes up considerably over the years 
and the requirement for new recruits drops, there might be a slight 
tapering off. I cannot foresee the Coast Guard ever needing less 
than 4,000 to 5,000 new recruits annually. It seems to me we must 
have Cape May or some other recruit training station. 


AVIATION REPLACEMENT PROGRAM 


Mr. Gary. What is the present status of the aviation replacement 
program? 

Admiral Ricumonp. The aviation replacement program is generally 
completed, with the exception of the planes that we have just spoken 
about, the C-130’s. As you know, the study and the report by the 
Secretary and myself looked toward the replacement of certain planes 
and the acquisition of additional planes in the ultimate program. In 
that study we recommended reducing our long-range search planes to 
14 planes of one type. We were able to reduce the number of types 
a year ago, getting from the Air Force nine R5D’s to add to the five 
we already had. In the meantime, we had started to let contracts 
and had gotten an appropriation for the C—130’s. As the C—130’s 
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come in, they will replace the old R5D’s. When that program is 
completed, I would say, except for losses of planes becoming overage, 
we will have essentially completed the replacement program. 

Of course, with the money requested in this appropriation, we will 
have received a total of nine C-130’s which will still leave us with an 
unfinished requirement of five C-130’s. We believe we probably 
should request those five not in the ensuing year, as originally indicated 
last year, but over a longer period so that we do not have too many of 
the same type of planes arriving aboard in any one year. 

Of course there are other factors which enter into a thing like that. 
For example, whether that plane will be in production a year or so 
from now. You always must consider matters like that. 

The other thing I might mention in the replacement program is that 
we have somewhat lengthened or spread out the replacement require- 
ments, particularly with respect to the amphibian planes, the UF’s, 
by the modernization that these planes have been undergoing. As I 
indicated in my statement, this modernization has, in effect, added 5 
years to the life of those planes. Replacement of the UF’s was 
programed in the report over a period of 10 years. The first of 
those planes was acquired by moneys appropriated by this committee 
I think in fiscal year 1951. So you can see if that 10-year program had 
been adhered to for the UF—1G, our replacement program would have 
been completed by now. In the meantime, this modification came 
along and practically all of those planes, as well as the UF’s that 
we obtained from the Air Force, have been modified, with the exception 
of the nine remaining in the combined program for which we are 
asking money in this appropriation. 

Mr. Gary. Mr. Pillion. 


ACCRUED EXPENDITURES 


Mr. Pittton. I am looking at page 52 of the committee print, 
Admiral. I note you are asking for ‘Acquisition, construction, and 
improvements” of roughly $31 million, $8 million above this year’s 
requirements, to remain available until expended. I note in italic 
here the accrued expenditure language. So, evidently, we did not 
put the accrued expenditure language in last year. Is that correct? 

Mr. Gary. We did not. That is correct. 

Mr. Pitt1on. How much money do you expect to remain available 
in 1961 out of 1960 appropriations? Have you any idea? 

Admiral Ricumonp. How much will be unexpended or unobligated? 
We have an idea. I do not have it at my fingertips, no, sir. 

Commander GorEnrRING. $2,700,000. 

Mr. Pitxion. So in 1961 you will have the $2.7 million plus the $31 
million, all of which will be available either for spending or with 
authority to obligate. 

Admiral Ricumonp. That $2 million may already be obligated. 
That may already be committed. 

Of course, if this limitation stands 

Mr. Piiuto0n. I was just coming to that. 

Admiral Ricumonp. If the limitation stands up, out of the $33 
million, then, of course the most 

Mr. Pituion. Mr. Chairman, that is not quite how this accrued 
expenditure language reads, as I recollect it or as I read it. As I read 
the language of this accrued expenditure provision, it says: 
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The annual accrued expenditures under this appropriation account covering 
amounts becoming payable as a result of obligations incurred both in the current 
fiscal year and prior fiscal years shall not exceed $26,500,000. 

Then the $26,500,000 applies both to this year’s appropriation of $31 
million and also to the $2.7 million which is left over from 1960, is that 
right? 

eden Ricumonp. Yes. In other words, for goods received 
during this year, regardless of what year’s money it was from, we could 
not expend more than $26 million. 

Mr. Pittion. Then going into 1962 you could have obligational 
authority of roughly the difference between $26.5 million and your 
total of $31 million, plus the $2 million. 

Admiral Ricumonp. That is correct. 

Mr. Pittton. Which makes roughly about $7 million of authority 
to go over into the next year. 

Admiral RicuMonp. That is correct. We might even obligate in 
this year, but so long as we have not received the goods and serv- 
ices 

Mr. Gary. It is not a question of expenditures; it is a question of 
receipt of goods; is it not? 

Admiral RicuMonp. Goods and services, that is right. 

Captain Cuitpress. You order an airplane and it is not in this 
limitation until it is delivered. 

Mr. Gary. So if you have met your limitation, they will have to 
hold up delivery of that airplane until next year? 

Admiral Ricnmonp. That is right, sir. 

Mr. Gary. Then you have to pay for it the next year, so you would 
lose storage charges on it the balance of the year and lose the use of 
the airplane? 

Admiral Ricumonp. That is right, sir. 





PATROL BOATS 


Mr. Pituron. I note on page 19 of your statement, Admiral, you 
mention 83-foot patrol boats. Are those patrol boats used for ocean 
or lake patroling? 

Admiral Ricumonp. Mainly ocean. We did have a few on the 
Great Lakes, but they are all gone now. 

Mr. Pituron. I note there were 15 patrol boats replaced in the 
1958-59 program. Are those steel construction ships? 

Admiral Ricumonp. Yes, sir. 

. Mr. Pitii0on. What is the expected life of those of 95-foot patrol 
oats? 

Admiral Ricumonp. The reasonable expectancy, I would say, is 
25 or 30 years. We are using right now 125-footers that were built 
in 1927, sir. 

Mr. Pitiion. And what is the approximate cost of a 95-foot patrol 
boat of that kind, Admiral? 

Admiral Ricumonp. $550,000. 

Mr. Piuuron. Is the construction of those ships negotiated, or is 
the construction let by public bid? 

Admiral Ricumonp. All the 95-footers today have been built at 
the Coast-Guard yard, in our own yard. 

Mr. Pitxion. You find that is cheaper than having them built by 
outside interests on a competitive basis? 
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Admiral Ricumonp. Well, I think I could give you statistics to 
prove both sides of the argument. I think it depends entirely on the 
situation at the time you would let a bid. 

I think we can say frankly we get better workmanship in the Coast- 
Guard yard. It is not that the other yards are not capable, but when 
a man bids competitively 

Mr. Piuuion. He has to cut corners? 

Admiral RicumMonp. He may have to. And it depends then on 
how close your inspection is at the time it is being constructed. 

Mr. Pinii0on. How much of a force do you have in your own ship- 
building operation? 

Admiral Ricumonp. This is not primarily a shipbuilding yard. 
It is an industrial plant primarily for ship repairing and so forth. 
The force varies depending on the amount of work we have, sir. It is 
less than 1,200, I believe. 

Mr. Pituron. And in the 1961 budget request you would buy 18 
more of these new patrol boats. Would they be purchased or built? 

Admiral Ricumonp. They would be built at the Coast Guard yard. 

Mr. Pituton. That would leave approximately 12 vessels of the 
83-foot class in operation. 

Admiral Ricumonp. That is correct, sir. 

Mr. Pixuton. I suppose in about 1962 you will be asking for a re- 
placement of those 12, probably? 

Admiral Ricumonp. Well, I would not want to commit myself to- 
day, because the 83-foot ones that would be laid up would be the ones 
that would be the most deteriorated. We have other problems—for 
instance in the 165-foot class—and it might be better judgment to 
spend money on those in 1962 rather than on the 83-footers. 

Mr. Pituion. The 83-footers that are replaced, what happens to 
them? Would they make good shrimping vessels? 

Admiral Ricumonp. No, sir. 

Mr. Pittion. What becomes of them? Are they vessels that pri- 
vate citizens or anyone might purchase? 

Admiral Ricumonp. No, sir. I would say—first, we will cannibal- 
ize them for any salvageable material. I would say they are in such a 
state of deterioration that no private citizen would want to purchase 
them. You see they are gasoline-driven boats instead of diesel, and 
the trend now is to diesel, and I am quite sure no private owner, 
even if he got the hull at a very good bargain of, say, $200 or $300, 
I doubt he would want to put the engine on it. And it might not 
even pass inspection. 

Mr. Pituton. Thank you very much. I have no further questions. 
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ReEtTirRED Pay 


Program and financing 

















1959 actual | 1960 estimate | 1961 estimate 

Program by activities: 
1, Enlisted men ---_. $11, 448, 288 | $12, 117,000 $12, 356, 000 
2, COORTIRIIOIOD GENOME... on cnccnencconncesssecesscmanan 11, 407, 933 11, 785, 000 11, 952, 000 
ge RE IE et SES 3, 712, 235 3, 961, 000 4, 045, 000 
4. Former Lighthouse and Lifesaving Services...........- 1, 619, 318 1, 705, 000 1, 687, 000 
1. EE Oe SIN ooo co cen ccnndcsabencehaccwettabagcican 63, 959 92, 000 120, 000 
i, RE IR di nnk Cenwcwniewnennaiaukvassiuadmenes —163, 162 —160, 000 —160, 000 
Total program (costs—obligations) (object class 12)... 28, 088, 571 29, 500, 000 30, 000, 000 
Financing: Unobligated balance no longer available_...._._.-- CR OO hic tsccerbictivuscndakdctnan 
Appropriation (new obligational authority) 1..........-- 28, 500, 000 29, 500, 000 30, 000, 000 














1 Object classification 12; pensions, annuities, and insurance claims. 


Mr. Gary. The next item is “Retired pay.”’ 
The appropriation for this item for 1960 was $29,500,000. The 
estimate for 1961 is $30 million, an increase of $500,000 over 1960. 


JUSTIFICATION MATERIAL 


We will insert at this point in the record pages 109 and 110 of the 
justifications. 
(The pages follow:) 


Analysis of appropriation base for fiscal year 1961 


Regular appropriation; 1000 act... .. =... .....5..-csscecncnse $29, 500, 000 
Supplemental appropriation for 1960. .. 2 cn cence ee cceecen scbesewnewe 
Total appropriation, 1000... 2... cco ccsncovncencennae 29, 500, 000 


Cost reductions: 





Activity No. 1. Enlisted men.-_.-..-..--------- $375, 000 
Activity No. 2. Commissioned officers_-_-_--~------- 242, 000 
Activity No. 3. Warrant officers__._.....-------- 122, 000 
Activity No. 4. Former Lighthouse and Lifesaving 
iN | Aaa PR ae a 96, 000 
835, 000 
Cost additions: 
Activity No. 1. Enlisted men-_-----.------------ 386, 000 
Activity No. 2. Commissioned officers___.--_----- 207, 000 
Activity No. 3. Warrant officers___....-.-------- 82, 000 
Activity No. 4. Former Lighthouse and Lifesaving 
BOIVANe 3c ces ua oe ecueen 78, 000 
Activity No. 5. Reserve personnel___------------ 15, 000 
768, 000 
Adtuastiiont ih Pase (het)... <n eed owscaeasaan — 67, 000 
Appropriation base Per 1904: os 5-2 so oe eo oot tec ceo nwscscns 29, 433, 000 
Increase over appropriation base for | TENE RN TRE 567, 000 
Appropriation estimate for 1961_.....------------------ 30, 000, 000 


Increase or decrease from total appropriation, 1961- ------ +500, 000 
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Comparison of appropriation base with appropriation estimate for 1961 




















Appropriation base Appropriation esti- Increase (+) or 
for 1961 mate for 196 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average | Amount 
number number number 
STE TR goodie ince ones cn oe 5, 160 |$12, 128, 000 5, 256 |$12, 356, 000 +96 $228, 000 
2. Commissioned officers... -_-_-.-.- 2, 339 | 11, 750, 000 2,379 | 11, 952,000 +40 202, 000 
3. Warrant officers..........-....-.- 1, 151 3, 921, 090 1, 187 4, 045, 000 +36 124, 000 
4. Former Lighthouse and Life- 
PRP TI. occwesecnscctene 671 | 1,687,000 ie ie Sk es 
5. Reserve personnel... _-.-_-.-_---- 50 107, 000 56 120, 000 +6 13, 000 
es: eee —160,000 |..-...-.-. PRG Bawsccdacusleossvacsceqs 
| ESTE eee ee Seana 29, 433, 000 |.--.-.-..- 30, 000, 000 j..-.--.--- 567, 000 
Relation of oa EES. SES Se (SERS Iie erCR, (SE RORSE (NE ae 
petinitentetinan pea cneuesesl 9, 371 | 29, 433, 000 9, 549 | 30,000, 000 +178 567, 000 
PI in base (net) -..-...-... "i SEER Pemmaias Satan ie —30 —67, 000 
Total appropriation 1960 and 
appropriation estimate 1961. 9,401 | 29, 500, 000 9, 549 | 30,000, 000 148 500, 000 























GENERAL STATEMENT 


The funds requested under this appropriation are for retired pay of the military 
personnel of the Coast Guard, Coast Guard Reserve, members of the former 
Lighthouse and Lifesaving Service, and for annuities payable for beneficiaries 
of retired personnel under Unifermed Services Contingency Option Act of 1953 
(17 U.S.C. 371-381). 

The estimate of $30 million for 1961 is based upon the current retired list, 
modified by expected additions and deaths. This program requires an increase 
of $500,000 over the funds provided for 1960, attributable to an increase of 148 
in the average number of personnel in retired pay status and to the rise in retired 
pay rates pursuant to the passage of Public Law 85-422, military pay bill, and 
Public Law 86-361, for certain retired members of the former Lighthouse Service. 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in language for 1961. 


Analysis of appropriation base 

















Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+) or 
decrease (—) 
Activity 
Average | Amount | Reduc- | Additions | Average | Amount 
number tions number 
SN So a ced ccan cen tenp 5, 156 |$12, 117,000 | $375, 000 $386, 000 +4 +$11, 000 
Oe ee 2,346 | 11,785,000 | 242,000 7, 000 -—7 —35, 000 
Sy fe Ae ee eee 1,163 | 3,961,000 122, 000 82, 000 —12 —40, 000 
4. Former Lighthouse and Lifesav- 
=e 693 | 1,705,000 96, 000 78, 000 —22 —18, 000 
5. Reserve personnel..-.-...-.--.--- 43 A. 15, 000 +7 +15, 000 
Sg | ee beeen PERE Baoan seleoelcewcess cord hewssnceotiouiomeaerces 
Ns sche pe uenl wamedcasss 29, 500,000 | 835,000 3 eee —67, 000 
ee es Oe en aioe va ccawenewibnouderaculbcscnecnacecdooasccoosalun« Sweceusee 
EE Ee er 9,401 | 29,500,000 | 835,000 768, 000 —30 —67, 000 























Mr. Gary. Admiral, do you have a general statement on this item? 
Admiral Ricumonp. Yes, sir. 
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GENERAL STATEMENT 


Obligations for 1961 for retired pay of military personnel are esti- 
mated at $30 million, an increase of $500,000 over the amount appro- 
priated for the current fiscal year. 

There has been a lag in the actual retirement program for 1960. 
As a result we will be able to absorb $110,000 in increased pay rates 
for certain former members of the Lighthouse Service, as authorized 
by Public Law 86-361. In addition, we have established a reserve 
for savings in the amount of $456,000. 

In 1959 savings were also possible in retired pay appropriations, 
primarily due to overestimates of the number of voluntary retire- 
ments. We have adjusted our estimates for 1961 to reflect actual 
experience. The 1961 request thus presented is a realistic estimate 
of actual requirements. 

The increase of $500,000 is requested to provide for the net increase 
in physical, statutory age, and length of service retirements, and 
annualization of increased pay rates for certain former members of 
the Lighthouse Service. 

It is estimated that, on the average, there will be 148 more persons 
in the retired status during 1961 than in 1960. 


EFFECT OF LEGISLATIVE CHANGES 


Mr. Gary. Are there any legislative changes in prospect which 
would affect the requirements for retired pay? 

Admiral Ricumonp. Yes, sir. There is an indication that Congress 
may act favorably on the recommendation that the retired pay of 
those people already on the retired list be brought in consonance with 
the new Pay Act. As you recall, those already on the retired list 
were given a different rate of retired pay. 

Mr. Gary. What happened was that in that bill the Congress 
adopted a cost-of-living increase and an incentive-pay increase, and 
they gave the retired officers who had already retired the benefit of 
the cost-of-living increase but did not give them the benefit of the 
incentive-pay increase. Now, the proposal is to extend the incentive- 
pay increase to those who had previously retired, as well as the cost- 
of-living increase, and that recommendation I believe has been made 
by the President now. 

Admiral Ricnmonp. My understanding is that the administration, 
which had previously reported adversely on it, has now accepted it. 

Mr. Gary. Does the legislation propose retroactive payments? 

Admiral Ricumonp. No, not retroactive. I think there are a great 
many proposals that have been introduced, but my understanding 
is it might, if passed in May, be retroactive to February 1. That was 
the ealntediiieg I had at one time. 

Mr. Gary. In the event fund requirements do not materialize to 
the extent requested in the budget, would surplus funds be available 
for other Coast Guard requirements or be returned to the Treasury? 

Admiral Ricumonp. As I indicated, any time funds become avail- 
able they are put in a reserve. In 1960 we had this reserve of 
$456,000. 
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Incidentally, if this bill became law then, of course, this $456,000 
would be available for us to utilize to meet that extra cost. There 
is nothing in 1961, however, in this retirement amount, that would 
take care of that bill if it should pass. 

Mr. Gary. The reserve that you speak of would be available for 
future payments out of this rsa but would not be available for pay- 
ments for other purposes? 

Admiral Ricumonp. That is right. 

Mr. Gary. Any questions? 

Mr. Pruuion. No questions. 


RESERVE TRAINING 


Program and financing 





1959 actual | 1960 estimate | 1961 estimate 





Program by activities: 











- program: 
by SE eee oe $7, 634, 610 $8, 002, 000 $8, 882, 000 
2. Operation of training facilities...............-.-.-.- 2, 911, 849 4, 328, 000 4, 168, 700 
3. Construction of training facilities 1,051, 978 ef ne ae 
4. Administration. -. on 3, 243, 797 3, 050, 000 2, 949, 300 
PR RT 6 i anc toe Seen sinbieicinieds 14, 842, 234 16, 290, 000 16, 000, 000 


5. Unfunded adjustments to direct program costs: 
Property or services transferred in (—) without 
SIN eet becca cebuntenanapckcssomsancecees —312 |... 


Total direct costs, funded.._.-.........-.----.- 14, 841, 922 36,200,000 [...b<¢c-055<< 
6. Relation of cost to obligations: 
— financed from obligations of other years, 



































Oh E> ER et SS FL 700,000 |. nncnces-os 
Obligations incurred for costs of other years, . 

net 60, 245 

Total direct program (obligations) .......... 14, 902, 167 15, 500, 000 16, 000, 000 
Reimbursable program: 
7. Operation of officer indoctrination school BIG Favcnccnssseoes 
Total program (obligations) 14, 902, 167 15, 865, 000 16, 000, 000 
Financing: 

Advances and reimbursements from other accounts--_....- 00, 000 | cdoncsaccenen 

Unobligated balance no longer available. ..........-.--.-. 97, 833 








Appropriation (new obligational authority)............. 15, 000, 000 15, 500, 000 16, 000, 000 
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Object classification 














































1959 actual | 1960 estimate | 1961 estimate 
Direct ing 
Military: 
Po UE eee ae ae eee E: 818 961 901 
o1 —" of military personnel at end of year_.-......- 883 901 901 
ivilian: 
Total number of permanent positions.......-...-....- 129 127 127 
Average number of all employees-..-.-.....-.-..--.-.-- 86 123 123 
Number of employees at end of year_.........-.------ 110 127 127 
Average GS grade and salary.............-..-.------.-- 4.1 $4,070| 4.1 $4,274/4.2 $4,314 
01 Personal services: 
Permanent positions: 
NN ae nua inex cnnavacenntannsgndeeaacueee $3, 687, 657 $4, 251, 892 $4, 047, 192 
RUN os caenusdcse weascanaunesouNee 351, 165 534, 877 538, 972 
Other personal services-........-.---------------- 3, 210 6, 945 4, 836 
Drill and active duty pay of trainees..........-.-- 6, 239, 582 6, 050, 986 6, 685, 000 
"TOtal PRPSONA HOPVIOOR coi cceccec ese csscsuse 10, 281, 614 10, 844, 700 11, 276, 000 
ee, ees id 695, 707 867, 000 941, 000 
03 Transportation of things..-.......-.-.-.---..--------- 246, 376 159, 000 153, 000 
04 Communication services_...........------- 4 32, 50! , 000 27; 000 
05 Rents and utility services_. 145, 932 134, 000 134, 000 
06 Printing and reproduction. 10, 175 45, 000 45, 
07 Other contractual services- 495, 621 444, 000 440, 
08 Supplies and materials 1, 931, 883 2, 513, 300 2, 632, 000 
09 Equipment--.......-.- , 9 , 000 167, 000 
10 Lands and structures. --.--- 683, 898 Ce th ee ee nee 
11 Grants, subsidies, and contributions. 24, 162 36, 000 36, 000 
13 Refunds, awards, and indemnities_ .- COP ta xnacenedvsennbasnedandsanane 
16 Taxes and assessmonts..................... 123, 573 143, 000 149, 000 
Total direct obligations.....................-.-.--.. 14, 902, 167 15, 500, 000 16, 000, 000 
Reimbursable program: 
Total number of positions: Military. ...........-...-..---|---------.-.-- Wasa scascnesuse 
Full-time equivalent of all other positions. -.........-.--.--]-----------.-- | ee 
Average number of all employees. ........-.-.-.----------]-------------- | 
Number of employees at end of year. .-.....-.........-.-.]-------------- Se 
01 Personal services: 
IE nhc ci cskds ckdbudenrewdewasienkiocsasanninendneaduamal ee 
EET POTGDOR SOV INNS «6a anna cinsccsannivacewsacalaweyencnncassa i) Sees ee 
DOREA ORION CII V IIR aan win nscwnccinened|sccueundaawnce TA OOD Fs incasacctase 
OD TN on casandtdns Basin tnencmnawscddunucencinemnddieacdencncdsesenl | ae ee 
0 I OE CN TB ss iiicnccencncacndcsscnsaewavelndesenceasvecs (3 
eo a a A UO 
cat a aes ESPs ene © wal oe ee 
io CN Ea are ot as Caang ag sae encecisbe Sah sabecesnsonbud | erie 
11 Grants, subsidies, and contributions....-........----.]--.----------- | ee ee 
RO Se Cir sist ccnancescccscteeceancdetsulaacecnsensnces pi | eae 
Total reimbursable obligations. . ............<se.scece|-s-0c0-520-008 P| eee ee 
Ne ioc sod ncn cdenngicctaeunsesaease 14, 902, 167 15, 865, 000 16, 000, 000 














Mr. Gary. The next appropriation item is “Reserve training.” 
The appropriation for 1960 was $15,500,000. The estimate for 1961 


is $16 million. 


$500,000. 


SUMMARY JUSTIFICATION DATA 


The increase over the appropriation for 1960 is 


We will insert pages 114 through 117 of the justifications at this 
point in the record. 
(The pages follow: ) 
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Analysis of appropriation base for fiscal year 1961 


ieamerennmmmntion: 1960 act... 2. = oe a wn nonnnace $15, 500, 000 
Sune oImniinl Monronnmeuon fOr 1900... .- = 2-seseeens socennck tke 


Pn ANIMONIERMON AON. ...— 222 5o sen ck scoeeecccetwosee 15, 500, 000 
Cost reductions: 
Activity No. 1. Trainee expense__-_-____--_------- $161, 000 
Activity No. 2. Operation of training facilities..._... 173, 300 
Activity No. 3. Construction of training facilities... 910, 000 
Activity No. 4. Administration.__-.-_-_---.----- 133, 000 
OE CR Se Se eee 1, 377, 300 
Cost additions: 
Activity No. 2. Operation of training facilities__-___ 12, 000 
Activity No. 4. Administration._---.___._-_----- 27, 300 
Activity No. 6. Relation of costs to obligations._.___ 790, 000 
MNIE MRI MEIIRIS TID 3 32 he ok ee ee 829, 300 
I ERIS Ne ao a nee siemens — 548, 000 
Phere: ek CLUE (c gt LC | a ee 14, 952, 000 
Increase over appropriation base for 1961______-_-_------------- 1, 048, 000 
Appropriation estimate for 1961_............------------ 16, 000, 000 
Increase or decrease from total appropriation, 1960_ _------ 500, 000 


Comparison of appropriation base with appropriation estimate for 1961 




















Appropriation base Appropriation esti- Increase (+) or 
for 1961 mate for 1961 decrease (—) 
Activity 
Average | Amount | Average | Amount | Average |’ Amount 
positions positions positions 
PO I io oe ceciceenlawwenninie fe} eee $8, 882, 000 |....--...- $1, 041, 000 
2. Operation of training facilities____ 583 | 4, 166, 700 3 | 4,108,700 |.......... , 000 
is ee CC ERO Dl anacnwcentliananaccottbasdunwcdbablulmbhtsdcslosacwaccshus 
EE eee 441 2, 944, 300 441 5} ent 5, 000 
0 RSE nae ene [Seep me eee BOON 000 t... occ e ce 16, 000, 000 |_-....-.-- 1, 048, 000 
a SS ES Eee ee Ee E eee reer 
Ne ede ce amameines 1,024 | 14, 952, 000 1,024 | 16,000,000 j_....----. 1, 048, 000 
Adjustment in base (net)_.__...--_- dl ike ee gh REESE —60 —548, 000 
Total appropriation 1960 and 
appropriation estimate 1961_ 1,084 | 15, 500,000 |......... 16, 000, 000 —60 500, 000 























GENERAL STATEMENT 


The Coast Guard must train and maintain a Reserve component to augment the 
regular service in order to carry out increased duties in time of war or national 
emergency. Mobilization plans for the performance of Coast Guard tasks ex- 
panded in scope by war or related emergencies require 39,600 trained reservists for 
the establishment and augmentation of shore units, vessels, and aircraft. The 
Reserve training program is designed to provide essential personnel and units to 
assist in meeting these additional and expanded mobilization requirements. The 
Armed Forces Reserve Act of 1952, as amended, provides the authority and means 
necessary to fulfill these requirements including the types of training required in 
support thereof. 

As a result of the rising reenlistment rate of enlisted personnel on active duty, 
the average service longevity of military personnel has increased. This has re- 
sulted in a higher average basic pay; a greater number of personnel entitled to 
BAQ (more married personnel), and an increase in the average BAQ payment 
(larger families). These costs have been offset in the schedule by the lesser re- 
quirement for in-training and ineffective billets resulting from reduction in the 
number of stationkeepers and recruiting personnel; reducing funds provided for 
Maintenance, ammunition and ordnance equipment for trainees who receive 2 
weeks active duty for training during the summer months. 
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The Reserve Training Center, Yorktown, Va., placed in operation during fiscal 
year 1960, will provide (in addition to officer candidate training) facilities for 
concentrated 2 weeks annual active duty training in specialized courses. Although 
restricted in the scope of training which can be offered due to the limited number of 
training aids available, the center will provide 2 weeks training for an estimated 
500 officers and 1,800 enlisted men during fiscal year 1961. These numbers will be 
increased in future years as funds become available for the procurement of training 
aids required for specialized courses in port security, shipboard duties, etc. 

The 1961 budget estimate provides for an increase from 16,187 to 16,777 in 
the number of reservists to receive training of the types necessary to meet mobili- 
zation requirements. The estimate will provide approximately 33,250 officers 
and enlisted men in the Ready Reserve by the end of fiscal year 1961. Additional 
funds to support this program are required only under direct trainee expenses. 
A reduction of stationkeepers from 133 to 101 has been effected in order to pro- 
vide additional funds for direct trainee expenses. Although this reduction in 
stationkeepers reduces the efficiency of the training units, this program is being 
curtailed in order to place maximum emphasis on the need for a greater number 
of trainees than would have been possible otherwise. A reduction is being taken 
in the 6-months active duty training program for enlisted personnel and in the 
paid 2-weeks active duty training program for volunteer trainees in order to 
provide funds required to support the 48 drills—15 days active duty training pro- 
gram at organized training units. 

The estimate also provides for an increase of $7,000 to cover the Government’s 
share of the cost of providing civilian employee health benefits in accordance 
with Public Law 86-361. A reduction in procurement of training aids has been 
effected to provide funds for this new program. 


EXPLANATION OF LANGUAGE CHANGES 


It has been the regular practice of the Coast Guard to charge the ‘“‘Reserve 
training”’ appropriation for reimbursable costs which are borne in the first instance 
by the appropriation ‘“‘Operating expenses”’ for certain personnel, facilities, and 
other costs properly chargeable to the ‘‘Reserve training”’ en How- 
ever, Comptroller General Decision No. B136318 dated April 28, 1959, now 
requires express authority for intrabureau reimbursements of this type. In 
the light of this decision, the existing language appears to be adequate for those 
reimbursements covering personnel costs. However, there appears to be room 
for doubt under present language of authority for such reimbursements for other 
than personnel expenses. The proposed new language is intended to remove 
such doubt and clarify necessary language authority to cover other than personnel 
expenses. The new language is not intended to expand or change in any wa 
the reimbursable procedures and practices as they have been hitherto followed. 

From the body of the existing Reserve training language it is proposed to delete 
the wording ‘‘As authorized by law (14 U.S.C. 751-762; 37 USC. 231-319)” 
inasmuch as adequate citation is included in the budget document and committee 
print for references to substantive legislation. The elimination of the wording 
“direct expenses and,’’ is proposed since it contributes nothing to the thought 
of the appropriation language. Additionally, deletion of the wording ‘‘purchase 
of not to exceed two passenger motor vehicles for replacement only’ is proposed 
since funds are not requested for this purpose in fiscal 1961. 


Analysis of appropriation base 





Appropriation Net change in base 
allocation for 1960 Adjustments in base increase (+-) or 
decrease (—) 








Average | Amount | Reduc- Additions} Average | Amount 




















positions tions positions 
1. Trainee expense ---| $8, 002, 000 $161, 000 —$161, 000 
2. Operating of training facilities... 615 | 4,328,000 173,300 | $12,000 —32 —161, 300 
3. Construction of training facilities.}.......... 910, 000 910, 000 --}| —910,000 
4. Administration............-...-- 469 | 3,050,000 133, 000 27, 300 —28 —105, 700 
Total costs. a 16, 290,000 | 1,377,300 39, 300 |..--.-.--.. —1, 338, 000 
Relation of costs to obligations......|........-- —790, 000 790, 000 |.....----- +790, 000 








Total 1, 084 | 15, 500,000 | 1,377,300 | 829, 300 —60 —548, 000 
































586 


Detailed analysis of appropriation base 





Operation} Con- Relation Aver- 
Trainee | of train- |struction|Adminis-| of costs age 
expense ing of train-| tration to Total posi- 
facilities ing obliga- tions 
facilities tions 








Appropriation allocation, 1960: — | $8, 002, 000}$4, 328, 000} $910, 000/$3, 650, 000) —$790, 000/$15, 500,000) 1,084 
Reductions in base: 


Rl, Reduced 

ACDUTRA, 

PRN ED Sree mnie i) | Sas, ne, a ae eae es 70, 000) --...... 
R2. Reduced enlisted 

ACDUTRA, 

“> 7 ieee Re ncuectl silpancoseocswechecineenecusd te 
R3. Stationkeepers at 

J \ Uc 2a ROD I i pcpewawdliccben cpuatenewsnienen 149, 000 —32 
R4. Construction of 

Sratiee Geeiiiies . 1... .....-.)-...-...-. SN siccsescodnoncscacks 120, 000} ....-.-. 
ee Ee a es Eee: Peeneeeneta: ik Sear 111, 000 —20 


R6. Reduced mainte- 
nance, ammuni- 
tion and ordnance 


_... _ ALAS Rae eon a | eae 31, 300) ........ 
R7. Training and in- 
LO 2 Oe, Se Sere LS aie 15, 000 —8 


R8. Change in rate of 
application of 














selected resources-.-|-...---.--|---------- ee ae ae to ee 
Total reductions. 161, 000 173, 300} 910,000 7 1, 377, 300 —60 
Additions to base: 

Al. Military pay costs...|-...-.---- th en fa J 

A2,. Change in rate of 

application of 

tS ES, res See. Peer eae 790, 000 790, 000] ........ 
1 RS eee Pe ae 12, 000} ....----- 27,300) 790,000 820, 300]........ 
__. Net change in base_.} —161,000} —161, 300) —910, 000} —105, 700} +790,000) —548, 000}....-... 
Appropriation base, 1961........- 7, 841, 000) 4, 166, 700)......... 2, 944, 300).......... 14, 952,000) 1,024 


























Mr. Gary. Now, Admiral Richmond, you have a statement on 
Reserve training, I believe? 
Admiral Ricumonp. Yes, Mr. Chairman. 


GENERAL STATEMENT 


For Reserve training purposes we are requesting $16 million for 
fiscal year 1961. This represents an increase of $500,000 over the 
amount appropriated in fiscal year 1960. As you recall, although our 
request last year was for $15 million the Congress provided an addi- 
tional $500,000 to assist in defraying the cost of operating the new 
Reserve training center at Yorktown. Good progress has been made 
at Yorktown although much rehabilitation has yet to be accomplished 
before the full potential of the unit is realized. 

As I stated last year, our primary Reserve goals continue to be 
first to build up our manpower in organized units to required strength 
and make as much progress as possible toward achieving total Ready 
Reserve strength of 39,000; and second, to improve the quality of the 
Reserve and its training facilities. 

In regard to our first objective, our estimate for fiscal year 1961 will 
permit an increase of 590 officers and men in paid training status, for a 
total of 16,800 in all types of training. Thus our strength in organized 
units will compare favorably with the total of 16,900 required for 
immediate mobilization. However, our planned program toward 
achieving full Ready Reserve strength has not met our expectations. 
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This factor results from the marked attrition which will occur in the 
next few years. Losses will increase because our first group of 8-year 
obligors will reach the end of their obligation for Reserve service, and 
World War II veteran reservists will accumulate 20 years of service 
for retirement purposes. In addition, we have not fully met our 

lanned input of former servicemen. The planned total Ready 
locanve figure for the end of 1961 is 33,250. This is a reduction from 
the 35,000 level planned for fiscal year 1960. To recoup these expected 
losses, our current objective is to divert the maximum permissible 
funds into personnel increases. However, under current conditions 
we realize this is not fully possible of accomplishment on a short-term 
basis. In fiscal year 1961, as a practical matter, steps toward accom- 
plishment will be to defer establishment of new units and concentrate 
effort on building up existing units. A further effort in this field will be 
a small cutback in active duty administrative personnel assigned to 
units and elsewhere. In addition, we are intensifying our efforts 
toward bringing and keeping former Coast Guardsmen and Navy men 
into units and Ready Reserve. 

In regard to our second objective we have a twofold problem. First 
is our aim to improve the quality of training in our units and to organ- 
ize them more toward immediate mobilization requirements. ‘This 
will be a gradual process and will require several years to accomplish. 
Accomplishment will involve the detailed study of personnel qualifica- 
tions needed and the reorganization of units themselves. As we 
approach full organized strength, this matter (one of administration), 
will have to be accomplished as well. 

During the remainder of fiscal year 1960 and in 1961 we are con- 
tinuing the improvement of training facilities, particularly at the new 
Reserve training center at Yorktown. With the present state of 
rehabilitation of buildings there, we have been able to fully start the 
officer candidate school, the general service school, and the merchant 
marine safety school programs following their move from the Acedemy 
at New London, and to begin inactive reservists training. We have 
graduated one class of officer candidate school students and two classes 
of merchant marine safety officers. There are no obstacles to con- 
tinuance of these programs. Training of inactive duty reservists has 
begun to the maximum extent possible. By this year’s end we should 
have put about 500 inactive Reserve officers and men through several 
courses at Yorktown. With the rehabilitation in progress, we plan for 
at least 2,300 Reserve trainees in 1961. About 12 separate courses 
will be established as well. New facilities in 1961 will include anti- 
submarine, ordnance and gunnery training devices. In another area, 
the expansion of Coast Guard Institute courses for inactive reservists, 
we look forward to additional progress. 

We are taking another step related to the improvement of training of 
reservists. Under our acquisition, construction, and improvements 
program, our request for funds to construct new barracks at Cape 
May should be viewed from the standpoint of improving the living 
— of Reserve recruits as well as those of the Regular Coast 

uard. 

Although I shall not go into details of our fiscal year 1961 Reserve 
training program here, a few summary remarks are in order. First, 
the program will make it possible to meet our goals in the number of 
men in organized units. Secondly, there will be a substantial in- 
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crease in the number of persons in paid training status and in training 
man-days. Thirdly, there will be a substantial improvement in 
Yorktown facilities and training quotas. Finally, there has been 
planned a reduction in recruiting facilities and some administrative 
personnel. During fiscal year 1961 we expect an increase in the rate 
of attrition, so that our losses in the total Ready Reserve cannot be 
fully recouped. We will continue our policy of providing our enlisted 
reservists almost wholly by use of the 6-month, 8-year plan. For 
officer procurement, our current efforts will continue through the use 
of officer candidate school graduates in the 3-year active duty plan 
as well as the 6-month, 8-year plan and the continuance of a direct 
commission program. 

The policies we are pursuing with respect to the Reserves, I feel 
confident, are sound and forwardlooking. We must keep our ultimate 
goal in sight, but at the same time avoid rapid changes in facilities 
or numbers, without stressing the Reserve program disproportionately 
to the Regular service. Our current estimates reflect continuance of 
this concept. I shall be pleased to discuss the program further, if 
desired. 

Captain Sands, the Chief of the Reserve Division, is here to discuss 
this matter with you, sir. 


PARTICIPATION IN THE READY RESERVE 


Mr. Gary. Is participation in the Ready Reserve increasing or 
decreasing? 

Captain Sanps. It is increasing, sir. 

Mr. Gary. What trend do you foresee over the next 5 years? 

Captain Sanps. It will increase over the next 5 years if we can 
recoup the losses the admiral spoke of, the 8-year obligors and the 
reservists with 20 years of service, who will be leaving. 

Mr. Gary. What are the prospects of recouping those losses? 

: Captain Sanps. That is dependent mainly on the funds, sir, in the 
uture. 

Mr. Gary. Of course the fact is—and I suppose it is difficult to 
foresee—they are drafting fewer men now and the chances of a person 
not getting caught in the draft is better. That has been the impelling 
force for your Reserves and the question is whether, without that 
incentive, you will be able to keep your Reserve forces up to the 
desired strength. 

Admiral Ricumonp. Maybe I could explain that in this way, and 
amplify what Captain Sands has said. 

I think first you must differentiate between this organized group 
which meets regularly for drill, which is approximately 17,000, and 
which is half of the Ready Reserve requirement. 

The only way we presently put people in this organized group— 
and I am speaking generally—is through enlistment under this 
8-year plan. Theoretically, if you have 16,000 and recruit 2,000 a 
year, at the end of the year you have 18,000, but if 2,000 a year leave, 
you never get any more. 

On top of that, you do have those people who have been in the 
Coast Guard on a regular status who, having completed the 4-year 
enlistment, have a 2-year requirement to be in the Ready Reserve. 
So that, again, if your output from the Coast Guard was, we will say 
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annually you had 2,000 men leaving the Coast Guard after a 4-year 
enlistment, you would have a total increment of 4,000 per year 
potential Ready Reserve, which would be only 20,000 officers and men. 

You have to bring into the Reserve, but not necessarily into an 
organized unit, these people who have had 8 years that continue in 
the Reserve. It is not a question of inducing the people by fear of 
the draft to come in. It is a very oneaiial problem of balancing 
the figures between your organized unit and your Ready Reserve. 

This is a problem because a lot of the people who have had 20 
years of service are dropping out and we have discontinued what we 
called the 2 by 6 program, which had one advantage: The man who 
served 2 years but had 4 years in the Ready Reserve went to build 
up your Reserve even though he was not a part of this regular unit. 
We have discontinued that. Then the people dropping out of the 
8-year program have decreased our Ready Reserve figure and at the 
present time we have not been able to build up the sources from 
which we get the Ready Reserves. 

Mr. Gary. In the event the participation should fall below esti- 
mated levels, would surplus funds become available for other Coast 
Guard requirements or be returned to the Treasury? 

Admiral RicuMonp. We will need every bit of the funds here. 
There is no question of any of that becoming available here, because 
we can meet our requirements for the training and organized units. 
The matter we are discussing is the Ready Reserve falling down, 
which is not involved here. That is a nonpaying matter. These 
funds will go to bringing in 150 additional officers and 2,500 addi- 
tional 6 by 8’s into what I have previously called the 6 by 8 organized 
unit program, as well as paying the additional training pay of those 
people we are bringing in the current year who moved from an active 
duty training status into an inactive status but who are still having 
weekly drills and that sort of thing. 

Mr. Gary. The answer is if you did have surplus funds they would 
would not be transferred to any other funds? 

Admiral RicumMonp. That is right, sir. 

Let me say we have no transfer of funds authority between any of 
these appropriations. I did not understand the implication of the 
question, sir. 

Mr. Gary. I merely wanted to get that fact into the record. 

Mr. Canfield. 

Mr. CanrieLp. Admiral, I understand from your presentation that 
you are requesting some additional funds for your programs under 
the Reserve training appropriation for the new year 1961. 

Admiral Ricumonp. That is correct, sir. 


YORKTOWN RESERVE CENTER 


Mr. CANFIELD. In your summary you say that this program will 
make it possible to meet your goals in the number of men in organized 
units; and also there will be a substantial increase in the number of 
persons in paid training status and in training man-days; and there 
will be a substantial improvement in Yorktown facilities and training 

uotas. 
' How does the picture look down at Yorktown now? 
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Admiral Ricumonp. Very good, sir. Since I testified last year, we 
have changed our plans with respect to that slightly, in this respect: 
We have found it makes for more efficient operation to use Yorktown 
for two officer candidate school classes a year rather than three, and 
in the interim use it essentially for Reserve activities in the sense of 
refresher courses and training courses and bringing in the organized 
units. 

When I came to the committee last year with the idea of moving 
to Yorktown, I had in mind annual use of the Yorktown setup for an 
officer training school, the Reserve part being placed on top of that. 
But at least in the coming year we plan to operate in the way I have 
just indicated. 

NEW BARRACKS AT CAPE MAY, N.J. 


Mr. Canrietp. And you plan, I understand, to construct a new 
barracks at Cape May, N.J.? 

Admiral Ricumonp. Yes, but that is tied up more with our regular 
force requirement than the Reserve at the present time, but of course 
the two are mingled together so that I cannot disassociate them. It 
is not contemplated that would be for Reserve facilities alone. 

Mr. Canrreitp. Admiral, I have a younger sister living in Cleveland 
Heights, Ohio, and we correspond quite frequently, and not so many 
weeks ago I urged her and her husband, who is associated with the 
Cleveland Safety Council as a safety engineer, to communicate with 
the Reserve people out there. I told her they were the salt of the 
earth and she would like them, and she did. 

I wish you could have seen the letter she wrote me after meeting 
Commander Downing and some of the officers and Reserves out in 
that area. My sister and my brother-in-law have not had associa- 
tion to a large degree with military people, and she said they were 
so glad to find they had such outstanding manners and knowledge 
of world affairs and a spirit and morale that was truly inspiring. 

She went on to say she had become Coast Guard minded as a result 
of her first sary 3 

That is just a little story, but it points up the type of men you 
have in the regular service and in the Reserve, and I] think it augurs 
well for the Coast Guard. 

I am glad to see Captain Sands heading this division because I 
know of his good work in the New York metropolitan and other areas. 

I have no other questions, Mr. Chairman. 

Mr. Gary. Mr. Pillion. 


RESERVE ENLISTMENT POLICIES 


Mr. Prition. Admiral, I note your military strength is about 
27,000 and civilians 3,500. Is that right? 

Admiral Ricamonp. Actually I think the civilians are about 4,500, 
including the wage board, sir. 

Mr. Prtut0N. Selective service does not apply to the Coast Guard? 

Admiral Ricumonp. That is right. 

Mr. Prtti0on. The term of enlistment is how long? 

Admiral Ricumonp. Four years, sir. 

Mr. Pittt0oNn. Then, is there an obligation to be on inactive status? 
Say I enlist and after 4 years I am honorably discharged. Do I still 
have to go to a Reserve training unit? 
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Admiral RicumMonp. You are actually transferred to the Reserve 
and for 2 years following that you are in the Ready Reserve and 
theoretically are forced to drill, but as a practical matter we are not 
requiring that. : 

Mr. Pituion. Say I put in my 4 years and my 2 years in the Coast 
Guard, then am I subject to the draft? 

Admiral Ricumonp. No. 

Mr. Pittion. And I have complied with the draft requirements? 

Admiral Ricumonp. That is right. 
oa Pittion. I note your Ready Reserve has gone down from 

yore Ricumonp. To 32,000, I think. 

Mr. Pittion. I just do not understand the purpose of having a 
Ready Reserve of the Coast Guard. I suppose it is for a war situation? 

Admiral Ricumonp. That is correct, sir. 





SIZE OF RESERVE COMPLEMENT 


Mr. Pittion. And I suppose the Ready Reserve ought to be large 
enough to expand their activities to an extent you will have perhaps 
not a full complement for war but enough to be able to expand within 
reason. Certainly you would not want to have a Reserve to expand 
your civilians. You would want probably to expand your military 
areas. 

Why would not a highly instructed Reserve Force of 10,000 people 
be of perhaps more use to you than 32,000 who are perhaps not fully 
instructed or half trained or 10-percent trained for the type of work 
that they may be called upon to perform in the event of war? 

Off the record. 

(Discussion off the record.) 

Mr. Pituion. I have no further questions. 

Mr. Gary. Admiral, you have several other matters, I believe, to 
present. 

Admiral Ricumonp. In addition to discussing our budgetary re- 
quest, I should like to mention a few other matters in which I believe 
the committee may have some interest. 


PROGRAMS FOR OTHER AGENCIES 


First, we are continuing to carry out certain programs that are 
financed by appropriations of other departments. Noteworthy 
among these is the ocean station program financed by the Department 
of Defense. As you know, the vessels employed on this duty also 
carry out search and rescue and other statutory functions of the Coast 
Guard in port, en route to, and while on ocean station. 

We also operate a vessel in the Mediterranean for the U.S. Infor- 
mation Agency. This vessel transmits Voice of America broadcasts 
in an area where shore transmitting stations are not available for the 
purpose. 

We are, in addition, devoting a substantial effort to developmental 
work for the Department of Defense in the field of loran. Aside from 
those stations which have passed the developmental stage and are 
going into our regular program, we are operating a chain of three 
experimental stations as well as other facilities in the Hampton Roads 
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area in connection with a new form of loran which may have important 
defense implications. All of these projects are financed by reimburse- 
ment. I point them out mainly to indicate the magnitude of the 
scientific developmental effort which we are undertaking. 


MANAGEMENT IMPROVEMENT 


I can report further progress in our efforts to improve management 
and provide better service and protection to the public. 

Certain management improvements are reflected in the budget now 
before this committee. For example, we are taking a base reduction 
of $105,700 due primarily to conversion of manned light stations to 
unmanned operation. This action is part of our continuing program 
for reorganization of units to provide maximum use of our resources. 
Another item in the budget that points up our continuing search for 
better ways of carrying out our responsibilities is the replacement of 
lightships with fixed offshore structures. We anticipate that this 
program will result in substantial savings in both construction and 
operating costs over the years. It is an example of the improvements 
our engineers are making in an effort to overcome the spiraling costs 
of maintenance and replacement of our physical plant. 

We have been studying the feasibility of electronic data processing 
for some time. Punchcard installations have been completed in all 
continental U.S. district offices to assist in data processing at the local 
level and to provide the capability for direct input to a central data- 
processing installation. Integration of personnel and fiscal data is 
visualized which will produce timely and more meaningful management 
reports, as well as current information for use in budgeting and con- 
trolling travel and personnel funds. 


ST. LAWRENCE SEAWAY 


The St. Lawrence Seaway was opened to traffic last spring. While 
the full effects of the seaway are not yet felt, we are already beginning 
to feel some early developments. The need for shipping commis- 
sioners and increased vessel inspection forces is developing as a result 
of the shipping on and off of crews and the availability of Great Lakes 
ship repair facilities. The variations in rules-of-the-road and loadline 
regulations between oceangoing and lakes steamers, as well as pilotage 
qualification, must be resolved. It is possible that additional control 
facilities will be required in narrow channels. Intership collisions and 
“close calls” are being reported and investigated at an increasing rate. 
During the past 2 years we have done extensive reorganization of shore 
facilities and redeployment of aids to navigation and search and rescue 
vessels to better meet existing need for service on the Great Lakes. 
With the opening of the St. Lawrence Seaway the Coast Guard 
entered into an agreement with the Seaway Corporation to maintain 
additional aids to navigation on a reimbursable basis. Since major 
Corps of Engineers projects for channel and harbor improvements are 
now underway, associated increases in aids-to-navigation projects will 
develop. In addition, the possibility of providing additional ice- 
breaking service has been the subject of recent discussions between 
industry and the Service. 
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INTERNATIONAL CONFERENCES AND INTERGOVERNMENTAL MARITIME 
CONSULTATIVE ORGANIZATION 


The United States has long supported the need for a continuing 
intergovernmental organization to deal with shipping problems. Since 
I last spoke to you such an organization—the Intergovernmental 
Maritime Consultative Organization—has been ratified and established 
as a specialized agency associated with the United Nations. IMCO, 
as it is called, will perform a service in the maritime field similar to 
that of the International Civil Aviation Organization in the field of 
aviation. The Coast Guard expects to play an active part in this 
organization. The Safety of Life at Sea Convention, which I dis- 
cussed with you last year, will be held in London later this year under 
the auspices of IMCO. The Coast Guard has been delegated by the 
Secretary of State to assume overall responsibility for initiating and 
coordinating the preparation of proposals for this convention. We 
have, ren. ag organized committees consisting of representatives of 
government, industry, labor, and technical societies to cooperate in 
this undertaking. These committees have been working for well over 
a year to develop U.S. proposals and positions for the convention. 

Before I leave that, sir, I would like to mention again the thing I 
mentioned last year, that these international conventions are more 
and more putting a considerable workload burden on the personnel 
of the Coast Guard. I feel that the results justify the money we 
must put into it, but it also has its effect on the Coast Guard. 

Take, for example, the Safety of Life at Sea Conference. I have 
penne designated to chair the delegation, which will consist of some 

pe cee who are going to this Safety of Life at Sea Convention. I 
will be gone, along with a number of other Coast Guard officers, for 
from 6 weeks to 2 months. During that time Admiral Hirshfield ‘and 
the rest of the staff will have to double up and carry on. It is an 
increasing workload. It seems that these conferences of all kinds are 
coming much more frequently. I know of no answer to it. 

I just thought I would cal the attention of the committee to what 
is really, from the workload standpoint, a very serious problem. I 
would say right now we have at least five officers who are devoting 
most of their time to these activities. We have one officer who for 
over a year has been working coordinating this material for this 
Safety of Life at Sea Convention. You cannot set up committees 
without having a coordinating officer who, if you wish to call him 
that, acts as secretary and ties all the ends together—actual work that 
reflects no direct good of the Coast Guard. That is just one officer lost 
to us for a year. 

Also, this fall the United States will be host to the International 
Technical Conference on Lighthouses. This conference is held every 
5 years by representatives of the various maritime nations. We have 

een working closely with the Department of State in its preparation. 
As the U.S. agency responsible for aids to navigation matters, prime 
responsibility for arranging the conference falls on the Coast Guard. 
This entails considerable effort by our personnel plus the expenditure 
of funds by the Department of State and the Coast Guard for costs of 
the conference which we, as host nation, naturally assume. 
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ADMINISTRATION OF OFFICER PERSONNEL 


One of the primary reasons for the continued effective operation of 
the Coast Guard has been its devoted, well-trained, officer corps. 
The future of the Coast Guard is closely tied to the effective func- 
tioning of its officer leaders. 

The officer corps has expanded gradually as we have taken on new 
or expanded existing programs. Authorized officer billets now stand 
at 2,970. This number will exceed 3,000 in fiscal year 1961. As 
title 14, United States Code, presently fixes a limit of 3,000 on the 
total number of commissioned officers on the active list of the Coast 
Guard, we are in the process of submitting amending legislation. 

Actually, that legislation is before Congress. It was reported 
favorably by the House Merchant Marine and Fisheries Committee 
last week, although I do not think it is officially before the House at 
the present time. In other words, they have not written their report. 

A restriction to 3,000 officers in 1961 would seriously hamper our 
statutory and reimbursable programs. 

During World War II the Coast Guard expanded greatly. After 
the war the service was drastically reduced, but several functions 
which were taken over by the Coast Guard during the war—such as 
merchant marine safety and the ocean station program—were re- 
tained by statutory authority. The postwar, permanent officer 
strength never went below 250 percent of prewar strength. The 
officers who made up this major increase in permanent size of the 
officer corps were commissioned during the war years. This has 
resulted in a “hump” in the grade structure that will retard promo- 
tion to the higher ranks in the near future. This problem is being 
studied thoroughly to determine ways of insuring adequate career 
opportunities for our officers. Corrective legislation may be required. 

In addition to the above, I would like to touch on another aspect 
of administration that is of increasing concern to me. As you know, 
Coast Guard officers on shore duty administer important maritime 
programs such as merchant marine safety, port security, aids to 
navigation, and search and rescue. Beyond their ability as adminis- 
trators, these officers must have an adequate background of experi- 
ence at sea to properly carry out their duties. Conversely, our 
officers assigned to sea duty must have had sufficient time at sea to 
give them that fine combination of experience, judgment, skill, and 
knowledge that throughout the years has been the basis for the 
Coast Guard’s reputation in saving lives and property. 

As I mentioned earlier, the Coast Guard is expanding gradually 
through regular as well as reimbursable programs. But this expan- 
sion has been primarily confined—in the case of officers in particular— 
to duties ashore, thus accentuating the problem I have just outlined. 

Before closing my statement I would like to make one additional 
comment. From time to time added duties and responsibilities are 
given the Coast Guard. Thisisin the very nature of our service. We 
have sought and will always try to absorb and fulfill such additional 
obligations within the then existing framework of our organization and 
within the funds immediately available to us. I believe that with all 
due modesty Coast Guard can lay claim to a record of efficient, 
economic operation over the years. Where our work expands be- 
yond our purse, we will of course make known such a situation to this 
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committee, but you can rest assured our objective will always be to 
sustain the record of economy and efficiency which I have mentioned. 
Mr. Gary. Mr. Pillion. 


INTERNATIONAL CONFERENCES 


Mr. Pituion, Admiral, how many international conferences will 
there be next year? 

Admiral Ricumonp. As I have indicated, the Coast Guard will 
go to the Safety of Life at Sea Convention—IMCO, which is a con- 
tinuing setup very much like ICAO. There will be a meeting in 
November-December of the Maritime Safety Committee, which is 
one of the constituent bodies of IMCO. It is the technical group. 

Mr. Pituron. This is part of the U.N.? 

Admiral RicumMonp. IMCO is the one which is part of the U.N. 
The Coast Guard will have to send representatives to that. Much 
will depend on the agenda of that meeting. That is a relatively 
short one. 

In addition to that, we have the one at which we are hosts, the 
Lighthouse Conference here in Washington. 

Mr. Pituion. Are the Communists or the Soviets part of each of 
these conferences? 

Admiral Ricumonp. Yes. Excuse me, sir. May I say I do not 
know whether the Soviet Government will attend the Lighthouse 
Conference. I do not have the list readily available. 

Mr. Pruxron. In any of these conferences have you learned any- 
thing from the Soviets that was valuable or useful to you? 

Admiral RicumMonp. You mean to the Coast Guard? 

Mr. Pruuion. Yes. 

Admiral Ricumonp. No, I cannot say I have, sir. 

Mr. Pituion. The reason I raise this is that I am reminded that 
under State Department auspices the Russians were invited to the 
IGY meeting of scientists in Rome in 1955. Of course, they work 
under the direction of the State Department. One or two of our 
American scientists popped off and invited the Russians down to the 
Antarctic to share with them in this glorious work of doing research 
down there. The Russians came. They are there. They will con- 
tinue to be there. They are expanding their activity. They have no 
reason to be there except on our invitation. They now have a new 
continent on which to operate in their strategic fight against the free 
world, establishing bases all over the Antarctic. We have now 
entered into another treaty with them by which we have legitimatized 
their being there. They had no explorations there. They had no 
reason to be there. 

I just point out to you, Admiral, that I hope the Coast Guard tells 
them nothing, whether it is under the auspices of the U.N. or not, 
and that you receive quid pro quo. For anything you give them 
you make sure that you get your money’s worth so they do not de- 
generate into an information-gathering area for the Communists. 

Admiral Ricumonp. I would like to amplify my remark with re- 
spect to these conferences to this extent. 

Of course, the United States has been signatory to the Safety of Life 
at Sea Convention, the last one of which was held in 1948. Of course 
the Russian Government was represented at that conference. The 
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Safety of Life at Sea Convention goes essentially to the control of 
merchant shipping, the stability of vessels, rules of the road, and that 
sort of thing. 

In preparation for the forthcoming conference next May, all of the 
countries which are to participate were asked to prepare their positions 
with respect to the 1948 conference—any modifications or changes— 
and to have them available, my recollection is, by August. Actually 
most of them went in by September. I have on my desk a pile of 
papers about so high representing the positions. Incidentally, these 
preliminary position papers of the various governments, in our own 
case it is about this thick. 

Mr. Piutuion. Did the State Department prepare your position? 

Admiral Ricumonp. Oh, no. The Coast Guard, through these 
committees, with the approval of the State Department. 

Mr. Pituion. They always have a hand in it. 

Admiral Ricumonp. After all 

Mr. Piuuion. They have general direction, general policy in all 
these international conferences. I have been very much in disagree- 
ment with them on their soft policies of good will toward the Soviet. 

Admiral Ricumonp. Finishing, the Russians will undoubtedly come 
in and have come in with their position papers. Whether they have 
been translated and sent to us yet or not, I do not know. I feel from 
the little bit of experience I have had with them that we may find, 
oddly enough, that insofar as certain improvements in safety, they 
may be entirely in accord with some of our ideas for greater safety in 
merchant vessels. 

(Off the record.) 

Mr. Gary. Thank you, Admiral, for a very interesting and com- 
prehensive presentation of the activities and needs of the Coast Guard. 

This concludes the hearings for the Treasury. 





FINANCIAL TABLES, TREASURY DEPARTMENT 


Colonel, I should like to remind you we will expect you to put the 
usual tables in the record which are put in annually. 

Mr. Jounson. Mr. Chairman, I shall be very glad to furnish now 
the tables that you have requested to be inserted in the record at 
this point. 

Mr. Gary. They will be inserted at this point. 

(The tables referred to follow:) 


Budget receipts, 1952-61 


[Fiscal years—in millions of dollars] 














Actual Estimate 
Source an 

1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960 | 1961 
Individual income taxes_.___- 27,913 |30, 108 |29, 542 |28, 747 [32,188 |35,620 |34, 724 |36, 719 |40,306 | 43, 706 
Corporation income taxes. -..|21, 225 |21, 238 {21,101 |17, 861 |20,880 |21, 167 |20,074 |17,309 |22,200 | 23, 500 
OS SO eee 8,851 | 9,868 | 9,945 | 9,131 | 9,929 | 9,055 | 8,612 | 8,504 | 9,100] 9, 523: 
All other receipts_............ 3,402 | 3,610 | 4,067 | 4,650 | 5,169 | 5,187 | 5,708 | 5,738 | 6,994 | 7,271 
ML kit icedcngcence 61,391 |64,825 |64, 655 |60, 390 |68, 165 {71,029 |69,117 |68,270 |78,600 | 84,000 
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Budget expenditures, 1952-61 
[Fiscal years—In millions of dollars] 























Actual Estimate 
Function 
1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960 | 1961 
Major national security --..-- 43, 976 |50, 363 |46,904 |40,626 |40,641 |43,270 |44, 142 |46,426 |45,650 | 45, 568 
ee Sa ae 5, 934 | 6,583 | 6,470 | 6,438 | 6,846 | 7,308 | 7,689 | 7,671 | 9,385 | 9,585 
International affairs and 
ance 2,826 | 2,216 | 1,732 | 2,181 | 1,843 | 1,973 | 2,231 | 3,780 | 2, 066 2, 242 
eames and housing-.--.. 2,624 | 2,504 817 | 1,504 | 2,030 | 1,455 | 2,109 | 3,421 | 3,002 | 2,709 
Agriculture and sariecibaral 
WII noo tic cdacsdeenas 1,045 | 2,936 | 2,557 | 4,388 | 4,867 | 4,525 | 4,389 | 6,529 | 5,113 | 5,623 
Natural resources........-... 1,366 | 1,477 | 1,316 | 1,202 | 1,105 | 1,297 | 1,544 | 1,669 | 1,785 1, 938 
Labor and welfare..........-- 2,168 | 2,426 | 2,485 | 2,575 | 2,821 | 3,022 | 3,447 | 4,421 | 4,441 4, 569 
Veterans services and bene- 

Rin cct de buieaandtinicenstes 4, 863 | 4,208 | 4,256 | 4,457 | 4,756 | 4,793 | 5,026 | 5,174 | 5,157 | 5,471 
General government. --.-....-- 1,463 | 1,472 | 1,235 | 1,199 | 1,630 | 1,790 | 1,359 | 1,606 | 1,711 | 1,911 
Allowance for contingencies. -}....-..|_....-..]--.----|--.---- Ee: OE ERNE 
Adjustment to daily Treas- 

ury statement basis-.....-- ST ho cnctndlentisbedndsandalandsdedbsacakadibbosnsnlddcesduletanisalaedsee 
Dé csncictndonaseae 65,408 |74, 274 |67,772 |64, 570 |66, 540 |69,433 |71,936 |80,697 |78, 383 | 79, 816 



































Unexpended balances of authority carried forward at end of year 
[Fiscal years—In billions of dollars] 











Actual Estimate 
Description 
1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960 | 1961 
From appropristions.................0csss<s«sss 78.4 | 67.8 | 52.1 | 46.0 | 43.9 | 40.1 | 38.8 | 39.7] 39.5 


From other authorizations: 
Authorizations to spend from debt re- 








rere 20.2 | 21.1 | 19.5 | 18.9 | 20.2 | 25.2 | 25.1 | 24.5] 23.4 
Contract authorizations.......-..-.- 2.5) 256] 26) 40) 11 LS) LB) 17 1.7 
Revolving and management funds--. 1.7) 29) 54) 4.1 3.7) 5.3) 63) 59 6.2 

WEE « covtdncatentneskeenes censkacvacnes 102.8 | 94.2 | 79.6 | 73.0 | 68.9 | 72.1 | 71.6) 71.8 | 70.8 
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Budget total and public debt 








{In millions of dollars] 

Budget | Surplus} Public Budget | Surplus} Public 

Fiscal year | Budget | expend-} (+) or | debt at Fiscal year | Budget | expend-| (+) or | debt at 

receipts | itures | deficit | end of receipts | itures | deficit | end of 

= year (=) year 
1789-1849_.-_-. 1, 160 1, 090 +70 63 3, 116 3, 577 —462 16, 801 
1850-1899....| 13,895 14,932 | —1, 037 1, 437 1, 924 4,659 | —2, 735 19, 487 
567 521 +46 1, 263 2, 021 4,623 | —2,602 22, 539 
525 +63 1, 222 3, 064 6,694 | —3, 27, 053 
562 485 +77 1,178 3, 730 6, 521 | —2,791 28, 701 
562 517 +45 1,159 4, 069 8, 4 —4, 425 33, 779 
541 584 —43 1, 136 4,979 7,756 | —2,777 36, 425 
544 567 —23 1, 132 5, 615 6,792 | —1,177 37, 165 
595 570 +25 1, 143 4, 996 , 858 | —3, 862 40, 440 
579 +87 1, 147 5, 144 9,062 | —3, 918 42, 968 
602 659 —57 1,178 7,103 13, 262 | —6, 159 48, 961 
604 694 —89 1, 148 12, 555 046 |—21, 490 72, 422 
676 694 —18 1, 147 21, 987 79, 407 |—57, 420 136, 696 
702 691 +11 1, 154 43,635 | 95,059 |—51, 423 201, 003 
6 690 +3 1, 194 44,475 | 98,416 |—53, 941 258, 682 
714 715 | —(!) 1, 193 39, 771 60, 448 | —20, 67 269, 422 
725 725 | —()) 1, 188 39, 786 | 39,032 +754 | 258, 286 
683 7 —63 1,191 41, 488 33,069 | +8, 419 252, 292 
762 713 +48 1, 225 37, 696 39, 507 | —1, 811 252, 770 
1,100 1, 954 —853 2, 976 36,495 | 39,617 | —3,122 | 257,357 
3, 12,662 | —9,032 12, 455 7,568 | 44,058 | +3,510 | 255, 222 
5, 085 18, 448 |—13, 363 25, 485 61, 391 | —4,017 259, 105 
6, 649 6, 35 + ~ 64, 825 74, 274 | —9, 449 266, O71 
5, 567 5, 058 +509 23, 977 64,655 | 67,772 | —3,117 271, 260 
4, 021 3, 285 +7. 22, 963 60,390 | 64,570 | —4,180 | 274,374 
3, 849 3, 137 +713 22, 350 68,165 | 66,540 | +1, 626 272, 751 
, 853 2, 890 + 21, 251 71, 029 69, 433 | +1, 596 270, 527 
3, 598 2, 881 +717 20, 516 69, 117 71,936 | —2,819 | 276,343 
3, 753 2, 888 +865 19, 643 : 80,697 |—12, 427 , 706 
3, 992 2,837 | +1, 155 18, 512 
3, 872 2, 933 +939 7, 78,600 | 78,383 +217 | 284, 500 
3, 861 3, 127 +7. 16, 931 

4, 058 3, 320 +738 16, 185 84,000 | 79,816 | +4,184 | 280,000 









































1 Less than 4 million dollars. 


Notes.—Refunds of receipts are excluded from budget receipts and budget expenditures starting in 1913; 


comparable data are not available for prior years. 


The change in the public debt from year to year is not necessarily the same as the budget surplus or deficit. 
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Comparison of net budget estimates of revenue with actual revenue, fiscal years 1935-59 


(All estimates are based on the revenue laws existing at the time of making the estimates; in many years 
there were drastic changes in the law after the estimates were made and these, of course, were reflected in 

































































the actual receipts) 
[Dollar amounts in millions] 
Percentage increase or 
Estimate issued in decrease (—), actual 
Actual January of— revenue over estimate 
Fiscal year revenue issued in January of— 
(net budget 
receipts 
That year | Preceding | That year | Preceding 
year year 
ST eee $3, 730.0 $3, 585.0 $3, 923. 0 4.04 —4,92 
__, SRR 4, 069.0 4, 348.0 3, 874.2 —6. 42 5.03 
DE icsintunncndcepeasabneienmaneauddebadin 4, 978.9 5, 628. 9 5, 568. 8 —11. 55 —10. 59 
== 5, 615.3 5, 729.0 7, 253. 4 —1.99 —22. 58 
1939... 4, 996. 4 4, 848.3 5, 268, 2 3.05 —5. 16 
ee 5, 186.8 4, 986. 1 4,917.5 4.03 5. 48 
Ss diauncccntatneneascescssasaeeaconansen 7, 402.7 6, 817. 2 5, 351.5 8. 59 38. 33: 
BI taps coccinea giakdineis thin mmenenuindidnd mresavaiieil 12, 573. 5 11, 694.0 8, 051.2 7. 62 56.17 
1943. .... 21, 996. 6 23, 173.8 16, 214.7 —5.08 35. 66 
rns ir 43, 635.5 40, 528.1 33, 518.8 7. 67 30.18 
eee 44, 491.8 43, 313.7 38, 729.0 2.72 14. 88 
it ncachssasakene 39, 813.9 35, 695. 2 38, 352. 8 11. 54 3. 81 
is anaisnicse 40, 002. 4 37, 767.0 29, 743.7 5. 92 34. 49 
1948... 41, 753.5 42, 661.2 34, 872.3 —2.13 19. 73 
| eee 37, 695. 5 38, 964. 3 41, 991.7 —3. 26 —10. 23 
eS 36, 494. 9 37, 193. 2 40, 249.6 —1.88 —9. 33 
RPE EEE ee ee ---| 47, 567.6 43, 946.9 36, 651. 6 8, 24 29. 78 
Sa ahs ssn inh ek al is eves stn bc sane Salon 61, 390.9 61, 940. 2 54, 525. 4 —.89 12. 59 
BR kabankekcdtitidensadnnatie tashhnncaunuetin 64, 596. 1 68, 046. 9 70, 293. 1 —5.07 —8.10 
1954... 7 64, 655.4 | 2 67, 628.7 68, 004. 7 —4. 40 —4, 93 
SE i wecccncupanbuannsekneietee adenine 60, 389.7 | 259,000.0 | 2?62,641.8 2. 36 —3. 60 
SE Sens eee 68, 165.3 | 264,500.0 | 260,000.0 5. 68 13. 61 
aes po a 71, 028.6 | 2 70,628.0 | 266, 300.0 . 57 7.13 
ae 69, 116.7 72, 400.0 | 273, 620.0 —4, 53 —6. 12 
a 68, 270.3 68, 000.0 | 274, 400.0 -40 —8. 24 























1 Net budget receipts, general and special accounts, on the basis of the daily Treasury statement or the 
monthly Government statement; figures are after deduction of transfers to Federal old-age and survivors 
insurance trust fund, Federal disability insurance trust fund, highway trust fund, and railroad retirement 


account, and refunds of receipts 


2 Includes the effect of proposed legislation. 
Norte,.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 
Source: Estimates are as published in the respective President’s budget messages. Actual receipts are as 
shown in the daily Treasury statement of June 30 for the fiscal years 1935 through 1953 and in the monthly 
Government statement for 1954 and subsequent years. 
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Personal inceme, national income, and gross national product, 1929-59 































































{In billions of dollars) 
Personal National Gross 
income ! income 2 national 
product 3 
86 88 104 
77 76 91 
66 60 76 
50 43 58 
47 40 56 
54 49 65 
60 57 73 
68 65 83 
74 74 91 
69 68 85 
73 73 91 
79 82 101 
96 105 126 
123 138 159 
151 170 193 
166 183 211 
171 181 214 
179 181 211 
192 198 234 
210 223 259 
208 218 258 
228 242 285 
257 279 329 
273 292 347 
288 306 365 
290 302 363 
310 330 397 
333 351 419 
351 367 443 
359 366 442 
372 389 470 
381 404 484 
381 (4) 479 
10} (4) (4) 
vind years: 
949 212 224 262 
214 222 264 
244 265 310 
265 286 339 
283 302 360 
289 302 362 
297 313 378 
322 342 409 
343 361 433 
. 354 363 439 
RRL cickuc tiiekuke aan 371 386 464 










ances but before income taxes. 


: Seasonally adjusted annual rate. 
Source: Department of Commerce, except as noted. 


- Gross national product: Market value of all production of goods and services in the country. 
These figures will be available when the President’s Economic Report is released. 


1 Personal income: Sum of all income flowing to individuals (including unincorporated em, both 


from production and from payments such as Government pensions and social security benefi 
2 National income: Net income of individuals and corporations from production i foe = allow- 





a aera a a ee 
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Money IN CIRCULATION 
A. Money outside Treasury and Federal Reserve banks 













































{In millions of dollars] 
Money 
outside Held by 
June 30 Treasury commercial In actual 
and Federal banks circulation 

Reserve 

banks 
7,848 1,149 6, 699 
9, 612 1, 408 8, 204 
12, 383 1,447 10, 936 
17, 421 1, 607 15, 814 
, 504 1, 623 20, 881 
26, 746 1, 649 25, 097 
28, 245 1,729 26, 516 
28, 297 1, 998 26, 299 
27, 903 2, 265 25, 638 
27, 493 2,227 25, 266 
27, 156 1,971 25, 185 
27, 809 2,033 25, 776 
29, 026 2, 552 26, 474 
30, 125 2, 756 27, 369 
29, 922 2, 829 27,093 
30, 229 2, 854 27, 375 
30, 715 2, 481 28, 284 
31, 082 3, 064 28, 018 
31, 172 3, 382 27,790 
31, 914 3, 614 28, 300 

B. Money outside Treasury and Federal Reserve banks, by denomination 
{In millions of dollars] 
Coin Paper currency 
(includ- 
End of month Total ing 
silver $1 $2 $5 $10 $20 $50 $100 |$500and 
dollars) larger 

June 1940........... 7, 848 599 1,015 1,791 1, 599 485 1,013 767 
June 1941__ -| 9,612 681 625 41 1, 207 2, 289 2,047 607 1, 244 873 
June 1942_. -| 12,383 783 45 1,427 | 3,099 | 3,0: 824 1,602 875 
June 1943_. -| 17,421 929 834 61 1,793 | 4,565 | 4,778 | 1,195 | 2,259 1,007 
June 1944__ -| 22,504 1, 066 72 2,010 6, 326 1, 3, 458 1, 422 
June 1945_. --| 26,746 1, 205 981 73 2,215 6, 515 8, 193 2, 132 4,044 1, 388 
June 1946... 28,245 | 1,300 998 67 | 2,191 | 6, 9,087 | 2,364 | 4,387 1, 246 
June 1947__ 28,297 | 1, 986 64 | 2,078 6,289 | 89964 2,466] 4,808 1, 257 
June 1948__ 27,903 | 1,421} 1,000 2,017 | 6,085 } 8,737 | 2,465 | 4,945 1,171 
June 1949... 27, 493 1, 459 1, 008 61 1,971 5, 931 8, 551 2,426 | 4,974 1, 112 
June 1950_. 27,156 | 1,496 | 1,037 61) 1, 5,891 | 8,363] 2,386) 4,940 1,019 
June 1951__ 27,809 | 1,578 | 1,092 64 | 2,011 | 6,113 | 8,663} 2,405 | 4,947 938 
June 1952... 29,026 | 1,678] 1,140 68 | 2,054] 6,323 | 9,187] 2,531 5, 166 881 
June 1953. 30,125 | 1,766 | 1,176 69 { 2,071 | 6,527 | 9,635 | 2,645 | 5,391 849 
June 1954 29,922 | 1,795 1, 183 70 | 2,023 6,377 | 9,550} 2,659 5,457 808 
June 1955 30,229 | 1,858] 1,226 72 | 2,061 | 6,471 | 9,625] 2,658 | 5,487 773 
June 1956 30,715 | 1,948 | 1,262 74 | 2,090) 6,588 | 9,838 | 2,676 | 5,505 733 
June 1957 31,082 | 2,042 1,302 77 | 2,102) 6,615 | 9,985 | 2,696 5,575 687 
June 1958. 31, 172 2, 101 1, 368 81 2,081 6, 489 | 10,019 2, 701 5, 668 664 
June 1959 31,914 2,215 1,449 83 2,117 6, 584 | 10, 282 2, 742 5, 808 633 
July 1959 31,898 | 2,224] 1,436 82} 2,104] 6,562 | 10,312 | 2,742 | 5,804 632 
August_. 31,973 | 2,241 | 1,444 2,111 | 6,572 | 10,333 | 2,741 | 5,820 627 
Septembe: 1,848 | 2,259] 1,464 82 | 2,112] 6,521 | 10,233} 2,733 | 5,823 620 
October... 31,905 | 2,269 1,474 83 | 2,122 | 6,544 | 10,261 2,725 | 5,815 613 
November. -......- 32,489 | 2,294 1,488 84 | 2,185 | 6,734 | 10,491 | 2,753) 5,850 610 



































Source: Federal Reserve Bulletin, circulation statement of U.S. money, 








602 





Comparative statement of regular annual operating appropriations for 1960 and 
budget estimates for 1961 










































Bureau and appropriation 1960 appro- | 1961 budget | Increase or 
priations estimates | decrease (—) 
Regular annual operating appropriations: 
Office of the Secretary: Salaries and expenses - -_---.------ $3, 300, 000 $3, 388, 000 $88, 000 
Bureau of Accounts: 
I EN Scared oon onnonceeeacewercun 3, 489, 000 3, 598, 000 109, 000 
Salaries and expenses, Division of Disbursement. -_-.--- , 000, 000 23, 482, 000 1, 482, 000 
Bureau of the Public Debt: Administering the —: 
isa a ae pains oane ies ck epanneeacane 47, 000, 000 46, 850, 000 —150, 000 
Office of the Treasurer, U.S.: Salaries and expenses. 17, 500, 000 17, 300, 000 —200, 000 
Bureau of Customs: Salaries and expenses _------- 53, 865, 000 55, 875, 000 2, 010, 000 
Internal Revenue Service: Salaries and expenses. - 364, 250,000 | 393, 000, 000 28, 750, 000 
Bureau of Narcotics: Salaries and expenses---_-.-.--------- 4, 080, 000 4, 100, 000 20, 000 
U.S. Secret Service: 
En IE a nec en imran naman: 4, 016, 000 4, 127, 000 111, 000 
Salaries and expenses, White House Police-_-- am 1, 055, 000 1, 065, 000 10, 000 
Salaries and expenses, guard force__....-...--- ae 338, 000 332, 000 —6, 000 
Bureau of the Mint: Salaries and expenses._-------------- 4, 600, 000 5, 038, 000 438, 000 
NINE he eo Sg et st miamecadsbetanmunsin 525, 493, 000 558, 155, 000 32, 662, 000 
U.S. Coast Guard: 
ee ee ee eee 189, 800, 000 5 18, 200, 000 
Acquisition, construction and improvements. ae , 250, 000 31, 115, 000 7, 865, 000 
I accu ea seuninsinetoweaaenncene med 29, 500, 000 30, 000, 000 500, 000 
EE SE ee ee en ree 15, 500, 000 16, 000, 000 500, 000 
ON ROU NEGO... oh ci cece wencennce 258, 050,000 | 285, 115, 000 27, 065, 000 
Total, regular annual operating appropriations......| 783, 543,000 | 843, 270, 000 59, 727, 000 
Limitation accounts and public enterprise funds: Office of a 
Defense Lending: 
Liquidation of Reconstruction Finance Corporation - ----- 90, 000 80, 000 —10, 000 
Fund for payment of Government losses in shipment--.--]...--.--..---- 100, 000 100, 000 
Total limitation accounts and public enterprise funds-__. 90, 000 180, 000 90, 000 
Grand total, Treasury Department----.......-...------ 783, 633, 000 | 1 843, 450, 000 1 59, 817, 000 














1 Includes $4,142,450 of increase related to health benefits for Government employees provided by the 


Federal Employees Health Benefits Act of 1959, Public Law 86-382. 
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Comparative statement of appropriations for 1960 and the estimates for 1961 












































































Description and title 1960 appro- | 1961 estimates | Increase or 
priations decrease (—) 
Permanent authorizations: 
Interest on the public debt $9, 300, 000, 000 | $9, 500, 000, 006 $200, 000, 000 
Interest on uninvested trust funds-_-....-...-......-. 9, 363, 850 9, 608, 625 244, 775 
Refunding internal revenue collections, interest...-. 75, 200, 000 (ip 8 Ree 
Payment to unemployment trust fund....__..-..--.}--.-- wa 14, 535, 000 14, 535, 000 
Contributions for annuity benefits....-...-.....--.. 263, 000 273, 000 10, 000 
Internal revenue collections for Puerto Rico....-.-.-- 20, 000, 000 oe a ee 
Minor coinage profits, etc. 279,977 298, 000 18, 
Silver profit fund... 347, 781 487, 000 139, 219 
Expenses of administration of settlement of war 
claims, act of 1928_- nes 18, 000 pf ee es Sees 
Total, permanent indefinite appropriations. --.- 9, 405, 472, 608 | 9, 620, 419, 625 214, 947, 017 
Public debt retirements payable from ordinary receipts 
and other statutory retirements 633, 349, 085 633, 349, 085 |-.-----------..- 
Refund of receipts: 
Refund of moneys erroneously received and covered. 1, 600, 000 1, 600, 000 
Refunds and drawbacks, customs.-_.-.-...---------. 24, 000, 000 24, 000, 000 
Refunding internal revenue collections__._.-....-.-- 5, 508, 400,000 | 6, 053, 675, 000 545, 275, 000 
Total, refunds of Todo siden csicenncccs 5, 534, 000,000 | 6, 079, 275, 000 545, 275, 000 
Total, permanent appropriations, statutory pub- 
lic debt retirements and refunds of receipts_----- 15, 572, 821, 693 | 16, 333, 043, 710 760, 222, 017 
Trust funds (available receipts): 
Federal old-age and survivors’ insurance trust fund_| 10, 177, 894,045 | 11, 721, 423, 651 1, 543, 529, 606 
Federal disability insurance trust fund........_...-- 1, 063, 007, 067 1, 097, 952, 268 34, 945, 201 
Pershing Hall Memorial fund 5, 467 5, 311 —156 
Unemployment trust fund...........-...---.-.---2. 2, 300, 400,000 | 2, 284, 335, 000 —16, 065, 000 
Payment of pre-1934 bonds of the Government of the 
NEE ok has cc ah Adiciescteincedousinuaune 80, 000 0, 000 —40, 000 
Po ee nes Saeoneene . 000 ) 8 t ee ee 
Czechoslovakian claims fund_--. 8 | eee eee —8, 540, 768 
Hungarian claims fund__------ CO See —950, 000 
Rumanian claims fund-_- 200, 000 100, 000 —100, 000 
Losses in melting gold_...-.------ sane 5, 000 2 an ae 
Payment of unclaimed moneys.--...--------.------- 200, 000 1 eee 
Refunds, transfers and expenses of operation, Puerto 
Rico, Bureau of Customs. ...............-....--<< 9, 000, 000 9, 300, 000 300, 000 
Refunds, transfers and expenses of operation, Virgin 
Islands, Bureau of Customs.............-......... 525, 000 550, 000 25, 000 
Refunds, transfers and expenses of unclaimed, aban- 
doned and seized goods, Bureau of Customs.._.... 325, 000 PE ee 
U.S. Coast Guard, general gift fund...--..--....-..- 5 ‘a 
OUR, WEE OE io does nick weadcnedutxnsdosuddacwes 13, 561, 337, 347 | 15, 114, 441, 230 1, 553, 103, 883 
Miscellaneous accounts: 
Inter-American Development Bank-_..-...------.-- ye —280, 000, 000 
Claims, judgments and private relief acts. .--..-..-- 7, 059, 646 5, 001, 620 —2, 058, 026 
Grand total, Treasury Department. -_.....-.-.-..- 30, 204, 851, 686 | 32, 295, 936, 560 2, 091, 084, 874 





Pusitic Desr RETIREMENTS AND 





PERMANENT INDEFINITE APPROPRIATIONS, 


REFUNDS OF RECEIPTS 


Interest on the public debt 


Such amounts are appropriated as may be necessary to pay the interest each 


year on the public debt. 


Interest on uninvested funds 


Under conditions of the law creating each trust, interest accruing and payable 
from the general fund of the Treasury is appropriated for transfer to the proper 


trust fund receipt account. 


Refunding internal revenue collections, interest 
Interest is paid at 6 percent per annum on internal revenue collections which 


must be refunded. 
Payment to unemployment trust fund 


At the end of each year, the Secretary of the Treasury estimates the excess of 
Federal unemployment tax receipts, for the year, over expenditures for unemploy- 


ment compensation and employment service administration. 


This appropriation 
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transfers the estimated excess into the unemployment trust fund, a portion is 
allocated to the Federal unemployment account to bring the balance of that ac- 
count to $200 million and the remainder is allocated to the trust accounts of the 
various States. 


Contributions for annuity benefits 


The District of Columbia is reimbursed for benefit payments made from revy- 
enues of the District of Columbia to retirees from the White House Police force 
and the Secret Service entitled to benefits under the Policemen and Firemen’s 
Retirement and Disability Act. 


Internal revenue collections for Puerto Rico 


Taxes collected under the internal-revenue laws of the United States on articles 
produced in Puerto Rico and either transported to the United States or consumed 
in the island are paid to Puerto Rico. 


Coconut oil tax, collections for American Samoa, internal revenue 


All taxes collected under the internal-revenue laws of the United States on coco- 
nut oil produced in American Samoa are paid to the treasury of American Samoa. 
No activity is anticipated for 1960 and 1961. 


Minor coinage profits, etc. 
A portion of the gains resulting from coinage of metals into l-cent and 5-cent 


pieces is appropriated to cover the cost of wastage incurred in the coinage and 
recoinage of minor coins, and the cost of distributing such coins. 


Silver profit fund 
A portion of the gains resulting from the coinage of silver bullion is appropriated 


to cover the cost of wastage incurred in the coinage and recoinage of silver coins, 
and with the cost of distributing such coins. 


Expenses of administration of settlement of war claims, act of 1928 


This fund is derived from moneys in the German deposit fund. Such funds 
are deposited in a receipt account and appropriated for a portion of the adminis- 
trative expenses incurred in paying awards under the Settlement of War Claims 
Act of 1928. 


Cumulative sinking fund 


There is appropriated to the cumulative sinking fund annually a sum equal to 
(1) 2% percent of the amount of certain bonds and notes issued under the Liberty 
Bond Acts and outstanding on July 1, 1920, less an amount equal to the par 
amount of obligations of foreign governments held by the United States on that 
date, (2) an amount equal to the interest which would otherwise have been payable 
on bonds and notes which have been retired out of the sinking fund during the 
years, together with (3) 24% percent of certain expenditures during the 1930’s. 
The sinking fund is available to retire bonds and notes at maturity or to purchase 
them before maturity. 


Refund of moneys erroneously received and covered 

Certificates of settlement, approved by the General Accounting Office, are paid 
for amounts which Federal agencies have erroneously deposited into the Treasury 
as miscellaneous receipts but which should have been deposited into other accounts 
or returned to the payees. 
Refunds and drawbacks, customs 

Overpayments are refunded, and drawbacks of duties upon exportation of 
previously imported merchandise are paid as required. 
Refunding internal revenue collections 


Refunds are made of erroneous interna! revenue collections or overpayments of 
taxes. 





Trust Funps 


Federal old-age and survivors insurance trust fund 

Under the Federal old-age and survivors insurance system, workers, employers 
and self-employed individuals make annual contributions in the form of taxes on 
wages toward the benefits which will be payable when the worker reaches 65 or 
when he dies. These contributions were increased by one-half of 1 percent to a 
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combined total paid by employer and employee of 414 percent on January 1, 1959, 
and by another 1 percent January 1, 1960. An amount equal to the annual con- 
tributions, is deposited in this trust fund for benefit payments and administrative 
expenses, part of which is being used for a building to house the Bureau of Old-Age 
and Survivors Insurance. Any excess of income over outgo and annual interest 
are invested in Government securities. 

Payments are made between this trust fund and the railroad retirement account 
so as to place this fund in the same position in which it would have been if railroad 
employment after 1936 had been included in social insurance coverage. 


Federal disability insurance trust fund 

The Social Security Act provides disability insurance benefits for certain dis- 
abled individuals, and their dependents. An amount equal to one-half of 1 per- 
cent of wages paid and three-eights of 1 percent of self-employment income is 
appropriated to this fund for benefit payments and administrative expenses. The 
excess of income over outgo and annual interest are invested in Government 
securities. The Secretary of Health, Education, and Welfare determines, at the 
end of each year, that portion of the administrative expenses of the Department 
of Health, Education, and Welfare which is a proper charge to this fund. The 
amounts shown for the administrative expenses includes interest and is subject 
to further refinement of the processes for allocating costs between the Federal 
old-age survivors insurance trust fund and the Federal disability insurance trust 
fund. 

Payment is made between this account and the railroad retirement account so 
as to place these funds in the same position in which they would have been in 
railroad employment had been included under social security coverage. 


Pershing Hall Memorial fund 

The Secretary of the Treasury may invest the principal of the Pegg Hall 
Memorial fund in interest-bearing U.S. bonds. Earnings are paid tc the Ameri- 
can Legion for use in the maintenance of Pershing Hall in Paris, France. 


Unemployment trust fund 

Under the Social Security Act all moneys deposited by a State agency from a 
State unemployment fund or by the Railroad Retirement Board to the credit of 
the railroad unemployment insurance account, as well as transfers to the Federal 
unemployment account, are held in the unemployment trust fund. Under the 
provisions of 72 Statute 1783, the Secretary of the Treasury established and main- 
tains within the unemployment trust fund an account known as the railroad 
unemployment insurance administration fund. Amounts in the fund which are 
not required to meet current withdrawals are invested in Government securities. 

The Federal unemployment account is maintained at $200 million in order to 
make loans to States whenever benefit payments made by any State seriously 
deplete the balance in its unemployment trust account. Interest and repayments 
may increase the balance above $200 million. 


Payment of pre-1934 bonds of the Government of the Philippines 

This trust account provides for payment of principal and interest on outstand- 
ing bonds of the Philippines, its Provinces, cities, and municipalities, issued prior 
to May 1, 1934, under authority of acts of Congress. The value of unmatured 
outstanding bonds is $3,995,850. 


Bulgarian claims fund 

Czechoslovakian claims fund 

Hungarian claims fund 

Rumanian claims fund 

Italian claims fund (no receipts estimated) 
Soviet claims fund (no receipts estimated) 


Yugoslav claims fund (no receipts estimated) 

The Foreign Claims Settlement Commission is authorized to adjudicate claims 
of American nationals against Bulgaria, Czechoslovakia, Hungary, Italy, Ru- 
mania, Soviet Union, and Yugoslavia. Upon certification by the Commission, 
the Secretary of the Treasury is authorized to make payments on awards. 
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Losses in melting gold 

Out of the receipts to be covered into the Treasury under section 7 of the 
Gold Reserve Act of 1934, an amount is made available sufficient to cover the 
difference between the value of gold as carried in the general account of the 
—— of the United States and the value of such gold after melting and 
refining. 


Payment of unclaimed moneys 


Payments are made to individuals who establish their right to money held 
in trust pending claims of owners. 


Refunds, transfers, and expenses of operation, Puerto Rico, Bureau of Customs 

Customs duties, taxes, and fees collected in Puerto Rico are deposited to this 
account. After operating expenses have been provided for, available balances 
are transferred to the treasurer of Puerto Rico. 


Refunds, transfers, and expenses of operation, Virgin Islands, Bureau of Customs 

Customs duties, taxes, and fees collected in the Virgin Islands are deposited 
to this account. After vagy expenses have been provided for, available 
balances are transferred to the Treasury of the Municipalities of the Virgin 
Islands of the United States. 


Refunds, transfers, and expenses of unclaimed, abandoned, and seized goods, Bureau 
of Customs 
All proceeds of the sale of abandoned and seized merchandise are deposited to 
this account. Expenses of sale are paid and net proceeds transferred to mis- 
cellaneous receipts. 


Expenses, Treasury Department, enforcement title III, National Prohibition Act, 
as amended, Puerto Rico and Virgin Islands 


Prior to July 1, 1959, advances were made by the insular government of Puerto 
Rico to pay expenses incurred on that island in connection with the enforcement 
of internal revenue laws relating to industrial alcohol. Public Law 85-859 
amended this procedure to provide that starting July 1, 1959, such expenses shall 
be charged to the operating appropriation which incurs them, which appropria- 
tion shall be reimbursed out of taxes collected for Puerto Rico. The estimates 
for 1960 and 1961 are therefore included under ‘‘Advances and reimbursements,” 
Internal Revenue Service. 

The law continues to provide for the handling of similar expenses incurred in 
behalf of the Virgin Islands through this trust fund. However, no expenses have 
been incurred to date, and none are anticipated. 


U.S. Coast Guard general gift fund 


This trust fund, maintained from gifts and bequests, is used for purposes as 
specified by the donor in connection with the Coast Guard training program. 


MISCELLANEOUS ACCOUNTS 


Inter-American Development Bank 


Public Law 86-147, approved August 7, 1959, provided for membership of the 
United States in the Inter-American Development Bank, and authorized an appro- 
priation of $450 million to cover the U.S. subscription to the Bank. The Bank 
is an institution sponsored by the 21 nations of the Organization of American 
States and is designed to accelerate the economic development of the American 
Republics by providing capital and technical assistance and by encouraging pri- 
vate investment in development projects. 

The U.S. subscription falls into three categories. The first is a subscription of 
$150 million for paid-in shares of capital stock, payable in three installments. The 
first installment of $30 million must be paid no later than September 30, 1960. 
The second and third installments of $60 million each are to be paid not sooner 
than September 30, 1961, and September 30, 1962, respectively. The second 
category is $200 million of callable capital stock which can be called only to meet 
obligations of the Bank on securities which it has issued in the private financial 
market or on loans which it has guaranteed. The third category is a subscription 
quota of $100 million in the fund for special operations of the Bank. Fifty million 
dollars must be paid not later than September 30, 1960, and $50 million must be 
paid in such installments as the Bank may provide but not later than the date 
fixed for the payment of the third installment of the paid-in capital stock. 
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The 1960 appropriation will be used as follows: $450,000 for payment of one- 
tenth of 1 percent of the total U.S. subscription which is due when the United 
States deposits its instrument of acceptance of membership; $29,550,000 for paid= 
in capital; $50 million for the initial payment to the fund for special operations; 
and $200 million for callable capital stock, which will be available as a contin gent 
liability to meet the Bank’s obligations. 


Claims, judgments, and relief acts 

This account is a consolidation of various claims accounts, such as: judgments, 
Court of Claims; judgments, U.S. courts; awards of Indian Ciaims Commission; 
relief of individuals and others by private law; claims for damages; etc. 

The Supplemental Appropriation Act, 1957, authorized an indefinite appropri- 
ation for judgments rendered of $100,000 or less in any one case by the district 
courts and the Court of Claims with such interest and costs as specified. The 
estimate for this indefinite appropriation amounts to $5 million in both 1960 and 
1961. 

The definite appropriation in 1960 of $2,058,026 represents amounts actually 
appropriated by the 86th Congress, lst session. No estimates of definite appro- 
priation requirements for the remainder of 1960 and 1961 were printed since such 
items are taken into account as contingencies in the President’s budget. 

Statutory awards in the amount. of $1,620 are paid annually to Herman F, 
Kraft and Sara E. Edge. 


Amounts in 1961 estimates for Government’s share of cost of employee health benefits 


Bureau and appropriation: Cost of Public 
Regular annual operating appropriations: Law 86-382 

Office of the Secretary: Selaaen and expenses. ..---------- $23, 000 

Bureau of Accounts: 
salaries: and-expenses. .. -— .. 2 = ce cence ec nnee 18, 000 
Salaries and expenses, Division of Disbursement-_-_- ---- 112, 000 
Bureau of the Public Debt: Administering the Public Debt. 150, 000 
Office of the Treasurer, United States: Salaries and expenses_ 50, 000 
Bureau of Customs: Salaries and expenses-.-------------- 425, 000 
Internal Revenue Service: Salaries and expenses__-.------- 3, 000, 000 
Bureau of Narcotics: Salaries and expenses. -_------------ 20, 000 
U.S. Secret Service: 
Salaries and expenses. ___---.--.------+----+------- 27,000 
Salaries and expenses, White House Police__..-..----- 10, 000 
Salaries and expenses, Guard Force__---------------- 4, 000 
Bureau of the Mint: Salaries and expenses___.------------ 38, 000 

U.S. Coast Guard: 

Operating expenses: = Sssa- 2: ne ns os eyeepeemcsne 235, 000 
Acquisition, construction, and improvements---------- 23, 000 
RUBRCI YO ATOM os cc on tad bono ne aamaonaleaosce s 7, 000 
Total, regular annual operating appropriations- - ---- 4, 142, 000 


Limitation account: 
Office of Defense Lending: Liquidation of Reconstruction 


Hinanee Corporateon.. d= 525.6. nnn nn siecd sau 450 
Grand total, Treasury Department. -__-.------------ 4, 142, 450 


50114—60——39 








608 


Average positions under appropriated funds fiscal years 1959, 1960, and 1961 (actual 










































































and estimated) 
Estimated average 
Actual aver- Positions 
Bureau and appropriation age cane 
1960 1961 
Civilian ¢ employees: 
port Secretary: Salaries and expenses _-_-........-. 403 406 406 

Soe of Accounts: 

Salaries and expe' 330 329 328 

Salaries and ex moon Division of Disbursement. -_-- 1,908 1, 866 1, 887 
— of the Public Debt: Administering the public 

Eutde elie 3,079 2, 919 2, 860 
oftee, of the Treasurer, United States: Salaries and ex- 

Te 831 851 864 
Bureau of Customs: Salaries and expenses aes 7,119 7, 271 7, 399 
Interna] Revenue Service: Salaries and expenses____...... 51, 209 51, 317 54, 213 
Bureau of Narcotics: Salaries and expenses.__...........-. 416 424 424 
U.S. Secret Service: 

Salaries and expenses. 404 442 454 
Salaries and expenses, White House Police...--------- 146 163 162 
Salaries and expenses, Guard Force._........--...---- 61 66 64 
maces of the Mint: Salaries and expenses 616 610 681 
U.S. Coast Guard: 
Operating expenses_-.-_.. 3,149 3, 167 3, 212 
Acquisition, construction, and impro ts. 41 110 97 
Reserve training 86 123 123 
Total, regular annual operating appropriations--__.. 69, 798 70, 064 73, 174 
Office of Defen e Lending: Liquidation of Reconstruction 
Finance Corporation 13 9 8 
Total, civilian employees. -- 69, 811 70, 073 73, 182 
Military personnel: 
Operating expenses, Coast Guard. 26, 262 26, 579 27, 644 
Reserve training, Coast Guard 818 961 901 
Total, military personnel. ..................--..-.-.---- 27.080 27, 540 28, 545 
Grand total, Treasury Department 96, 891 97, 613 “101, 727 





estimated to be on the roll on the dates specified 


Statement reflecting, by organization, the number of employees actually on the roll or 
































Actual Estimated 
Bureau or Office 
June June June | Dec. | June 
30, 31, 30, 31, 30, 31, 30, 
1958 1 1959 1 1960 1960 1961 
Civilian employees: 

Office of the Secretary...--.-------------- 435 434 430 421 430 426 430 
Bureau of A 2,238 | 2,432] 2,163 | 2,111 | 2,199 | 2,209 2,219 
Bureau of the Public Debt__-.-......-.-- 3,120 | 3,087 | 2,946] 2,851 | 2,900] 2,875 2, 850 
Office of the Treasurer, United States-___- 936 951 956 953 980 985 990 
Office of the Comptroller ofthe Currency.| 1,142] 1,148] 1,140] 1,148] 1,200] 1,200 1, 200 
Bureau of C' 8,270 | 8,278 | 8,068 | 8,214] 8,330] 8,340 8. 467 
Internal Revenue Service. -...........---- 50, 832 | 49,490 | 50,216 | 48,631 | 51,318 | 52,000 | 54,158 
Bureau of Narcotics. 427 422 411 409 424 415 424 
Bureau of Engraving and Printing--....- 3,479 | 3,424 335 | 3,262 | 3,265] 3,207 3, 150 
U.S. Secret Service 610 607 616 674 682 682 682 
Bureau of the Mint. ..............-....-- 799 779 758 790 780 817 805 
U.S. Coast Guard 4,970 | 4,726] 4,758 | 4,528 | 4,796] 4,588 4,719 
Office of Defense Lending....-........--- 23 23 22 18 18 16 14 
Total, civilian employees_.....-..-.-..- 77, 281 | 75,801 | 75,819 | 74,010 | 77,322 | 77,760 | 80,108 
Military employees: U.S. Coast Guard_-.... 30, 128 | 30,707 | 30,448 | 30,495 | 31,089 | 32,126 | 32,216 
Grand total 107, 409 |106, 508 |106, 267 |104, 505 |108, 411 |109, 886 | 112,324 
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Summary of obligations by object class (excluding trust accounts), fiscal year 1961 





















































General and | Limitation 
Object class special and public Total 
accounts enterprise 
accounts 

01 Personal services $555, 774, 246 $69, 050 $555, 843, 206 
Re et I: EE A 20, 770, 435 1, 500 20, 771, 935 
03 Transportation of things. 7, 581, 237 25 7, 581, 262 
04 Communication services ae 22, 608, 084 1, 400 22, 609, 484 
05 Rents and utility services 9, 351, 768 |.....-.-.--- 9, 351, 768 
06 Printing and reproduction os 21, 519, 790 200 21, 519, 990 
07 Other contractual services... 57, 320, 192 2, 725 57, 322, 917 
08 Supplies and materials..............-------------------- 40, 285, 171 600 _ 40, 285, 771 
oe a eee aa 40, 902, 554 |......--.... 40, 902, 554 
10 Lands and structures. __..........--.------------ 6, 759, 400 |..-..-.-.-.- 6, 759, 400 
11 Grants, subsidies and contributions........... ---..-..- 62, 350, 202 4, 500 62, 354, 72 
12 Pensions, annuities and insurance claims...............- 30, 328, 000 |.--....---... 30, 328, 000 
13 Refunds, awards and indemnities__.-........-.--...-.-- 6, 080, 171, 020 |.....-...-.. 6, 080, 171, 020 
W6  ParwandandathackuveepaddcanunlslacsenMakécadenne 9, 684, 808, 625 |....----...-- 9, 584, 808, 625 
15 Taxes and assessments__...........-------------.------- 2, 419, 965 |.-..-----.-. 2, 419, 965 
US aes co ceccadcsscnocesgeassessanaansadsesananen 20, 000 j..----.----- 20, 000 

Total obligations.............. 16, 542, 970, 689 80,000 | 16, 543, 050, 689 

RECONCILIATION 























Total, annual operating, limitation accounts, and public enterprise funds. ..--...-..-..--. $843, 450, 000 
Total, permanent appropriations, statutory public debt retirements and refunds of receipts. 16, 333, 043, 710 
Cumulative sinking fund (appropriation carried forward).........-...-------------------- —633, 349, 085 
Fund for payment of Government losses in shipment. —100, 000 
Unobligated balance brought forward anh 41, 358 
Unobligated balance carried forward = —35, 294 

Det incision ddpbadetetacnssdndittinghisdndncnsnndbinctegsectdlonsieoowe 16, 543, 050, 689 





Comparative statement of obligations incurred for the F pas 


ear 1959 and the first 
























































6 months of fiscal year 1960 (exclusive of reimbursements) 
1959 fiscal year | 1960 July- 
Bureau and appropriation obligations December 
obligations 
Regular annual operating appropriations: 
Office of the Secretary: Salaries and expenses. $3, 302, 803 $1, 739, 479 
Bureau of Accounts: 
Salaries and expenses............-. 3, 419, 101 1, 739, 843 
Salaries and expenses, Division of Disbur t 21, 155, 393 10, 134, 152 
Bureau of the Public Debt: Administering the public debt.......... 47, 314, 611 24, 152, 920 
Office of the Treasurer, United States: 8: and expenses......... 17, 930, 600 9, 153, 393 
Bureau of Customs: Salaries and expenses... 52, 472, 936 27, 285, 000 
Internal Revenue Service: Salaries and expenses. 355, 348, 509 181, 847, 190 
Bureau of Narcotics: Salaries and expenses. 4, 033, 786 2, 012, 197 
U.S. Secret Service: 
ies and expenses. 3, 729, 870 2, 043, 161 
Salaries and expenses, White House Police. ...............-...-- 975, 226 530, 946 
Salaries and expenses, Guard Force 305, 251 162, 018 
Bureau of the Mint: Salaries and expenses. 4, 290, 591 2, 656, 362 
U.8. Coast Guard: 
Operating expenses. 179, 440, 947 97, 886, 
Acquisition, construction, and improv t 156. 639, 
Retired pay -- 088, 571 14, 365, 751 
Reserve training. 14, 902, 167 056, 
Total, regular annual operating appropriations...............- 752, 867, 240 398, 404, 579 
Limitation Account: 
Office of Defense Lending: 
Liquidation of Reconstruction Finance Corporation......... 135, 162 42, 326 
Grand total, Treasury Department 1 753, 002, 402 398, 446, 905 











1 Includes $7,252,033 of 1959 obligational authority used during the fiscal year 1958 under the accelerated 
procurement program. 
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LANGUAGE CHANGES 


EXPLANATION OF CHANGES IN APPROPRIATION LANGUAGE PROPOSED FOR THE 
FiscaL YEAR 1961 


Substantive changes in appropriation language for the fiscal year 1961 are pro- 
posed for the U.S. Secret Service and the U.S. Coast Guard as explained below: 


U.S. SECRET SERVICE 


It is proposed that the limitation on the purchase of police-type automotive 
equipment be increased in the amount of $100. The Secret Service is experiencing 
difficulty in the procurement of automobiles since manufacturers are proving to 
be reluctant to furnish automobiles under the current purchase price limitation of 
$1,500.. It has been the regular practice for the Secret.Service to. buy standard 
eight-cylinder automobiles which heretofore have been furnished by the manu- 
facturers within the general $1,500 purchase price limitation. In addition to the 
standard equipment furnished under the $1,500 limitation, other equipment has 
been procured under the special police-type use limitation of $135, including a 
heavy-duty alternator and voltage regulator for operation of two-way radio units. 

Manufacturers now indicate that hereafter they will furnish only six-cylinder 
cars under the general purchase price limitation of $1,500. In order that the 
Secret Service can continue to procure eight-cylinder cars, it is requested that the 
special police-type limitation be increased $100, which is the amount of the 
differential indicated between six-cylinder and eight-cylinder cars. The eight- 
cylinder cars are needed because of a faster pickup capability in carrying out 
surveillance work. 

U.S. COAST GUARD 
Operating expenses 

(1) Change in aircraft limitation—The appropriation language for 1961 pro- 
vides for an increase in the limitation on the number of aircraft on hand at any 
one time from 132 to 135. The additional three aircraft are for logistic support 
of the additional loran stations to be operated overseas in 1961. The total number 
of 135 aircraft is exclusive of planes stored to meet future attrition. 

(2) Limitation on accrued expenditures.—New language is proposed for 1961 to 
provide a limitation on annual accured expenditures. Public Law 85-759 states 
that whenever the President determines that a satisfactory system of accrual 
accounting for an appropriation has been established, the proposed appropriation 
transmitted to the Congress for such an account shall be accompanied by a pro- 
posed limitation on annual accrued expenditures. The law provides that there 
shall be charged against the limitation the cost of goods and services and other 
assets received, advance payments made and progress payments becoming due, 
and the amount of any other liabilities becoming payable during the fiscal year 
concerned. The limitation being proposed for 1961 is in furtherance of this 
legislation. 

(3) International technical conference on lighthouses.—It is proposed that new 
language be inserted in 1961 to establish a limitation of $100,000 to cover Coast 
Guard expenses incident to the International Technical Conference on Light- 
houses and other aids to navigation which will be held in October 1960 in Wash- 
ington, D.C. This conference is being held in the United States for the first time 
in history. The Coast Guard, as joint host with the Office of International 
Conferences, is committed to assume certain expenses incidental thereto. The 
new language is intended to provide necessary authority for these expenditures 
and to remove any doubt about the availability of the appropriation for these 
expenses. 


Acquisition, construction, and improvements 

Limitation on accrued expenditures.—New language, in the same form as that 
proposed under the appropriation ‘‘Operating expenses, Coast Guard” is like- 
wise being proposed under the appropriation “Acquisition, construction, and 
improvements, Coast Guard” to provide for the establishment of a limitation 
on accrued expenditures. However, the proposed language in the case of the 
appropriation “Acquisition, construction, and improvements” goes one step 
further to authorize, within a 5 percent limit, the transfer of limitation authority 
between Coast Guard appropriations containing such a limitation. 


Reserve training 


Certain changes are proposed in the appropriation language for the appropria- 
tion ‘Reserve training, Coast Guard” which are due solely to a recent ruling 
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by the Comptroller General. The changes involve the deletion of the words 
“direct expenses and” and insertion of the new phrase “for maintenance and opera- 
tion of facilities; for supplies, equipment, and services.” 

It has been the regular practice of the Coast Guard to charge the Reserve 
training appropriation for reimbursable costs which are borne in the first instance 
by the appropriation ‘Operating expenses” for certain personnel, facilities, and 
other costs properly chargeable to the “Reserve training’? program. However, 
Comptroller General Decision No. B136318 dated April 28, 1959, now requires 
express authority for intrabureau reimbursements of this type. in the light of 
this decision, the existing language appears to be adequate for those reimburse- 
ments covering personnel costs. However, there appears to be room for doubt 
of authority for such reimbursements for other than personnel expenses. The 

roposed new language is intended to remove sich doubt and clarify necessary 
Comarie authority to cover other than personnel expenses. The words “direct 
expenses and’’ are considered to be superfluous and have been deleted in the 
interest of simplifying the language. he new language is not intended to ex- 

and or change in any way the reimbursable procedures and practices as they have 
ae hitherto followed. 

Aside from the proposed substantive changes explained above, other language 
changes proposed are for the purpose of updating the language to bring it in 
line with the 1961 budget estimates and do not alter existing substantive authority 


Report or VIOLATIONS oF SuBSECTION (A), (B), OR (H) oF SEcTION 3679 REVISED 
SraTuTEs, AS AMENDED (31 U.S.C. 665), Fiscan YEAR 1959 


There were no violations of section 3679 of the Revised Statutes, as amended, 
reported during fiscal year 1959. 

Mr. Gary. We have several outside witnesses the committee will 
hear tomorrow morning at 10 o’clock, but this concludes our regular 
hearings of the departments. 

We thank you, gentlemen, for your courteous and able presenta- 
tions. 

Admiral RicumMonp. Thank you, Mr. Chairman. 

Mr. Pui0n. I might say the chairman speaks for all the committee. 

Admiral Ricumonp. As usual, the reception by the committee has 
been most responsive, and I want to thank you, sir. It was a pleasure 
to tell our story. 


Tuurspay, Fesruary 4, 1960. 


Coast Guarp AcADEMY FacILities 
WITNESSES 


EDWARD J. McDONALD, ASSISTANT DIRECTOR, NATIONAL SECU- 
RITY COMMISSION, THE AMERICAN LEGION 

JOHN 8S. MEARS, LEGISLATIVE REPRESENTATIVE, THE AMERICAN 
LEGION 


Mr. Gary. We are pleased to have before us this morning Mr. 
Edward J. McDonald, assistant director, National Security Commis- 
sion, the American Legion, and Mr. John S. Mears, legislative repre- 
sentative of the American Legion. 

We will be glad to hear from you at this time. 

Mr. McDonatp. Thank you for your courtesy, sir. 
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Mr. Chairman and gentlemen, in behalf of the American Legion 
national organization, I should like to express my sincere appreciation 
for the opportunity to appear before this distinguished subcommittee, 
to express our views on that portion of the budget which deals with 
the Coast Guard Academy facilities. 

Doubtless the membership of the committee is aware that within 
our national organization, the American Legion’s National Security 
Commission is charged with all matters concerning the well-being of 
our military forces. 

Our policies evolve from a genuine concern on the part of our mem- 
bership that the services needs and problems be understood by the 
citizenry. While we often support the Armed Forces, our voice has 
been raised in criticism of certain of their policies—when it is felt 
that such action is in the best interest of the Nation. 

In this case, it is my duty to urge this subcommittee to seriously 
consider the recommendations of the Board of Visitors to the Coast 
Guard Academy—as outlined in that portion which deals with ap- 
propriations for physical improvements. 

I might point out that the main concern of the American Legion 
centers around classroom facilities for the young students. Our 
understanding is that some of the classrooms were built as temporary 
buildings in World War Il—of wood. 

Quite aside from the prestige and functional difficulties we might 
imagine these buildings entail to the faculty, a question of fire hazard 
demonstrably exists—in spite of the high degree of prevention which 
the Academy instills in the student body. 

It is noted that the Board of Visitors recommends that $200,000 
be allocated for an extension of classroom space. According to our 
information, the budget includes only $122,000 for this purpose. Per- 
haps this distinguished committee will find, in fact, that the recom- 
mendation of the Board of Visitors should prevail. 

This, at any rate, is our mandated position. 

In order of priority, it is noted that some $450,000 has been asked 
for a maintenance building, while the congressional Board of Visitors 
estimates that $555,000 should be allocated for this construction. 
Once again, our mandated position is in support of the latter. 

The subcommittee will note that lengthy recommendations by the 
Board of Visitors include other improvements on the physical plant 
of the Coast Guard Academy, namely: Construction of an auditorium; 
field house; concrete grandstand; major repairs for wooden docks and 
causeways; additional playing fields to insure the continued excellence 
of physical condition so necessary in the young officers’ corps and other 
recommendations. 

It is to be hoped that the American people, in their allocation of 
tax monies, do not downgrade those less glamorous yet immeasurably 
profitable services which through the years have served their interest 
with constancy and high degree of excellence. 

I am sure that every member of this committee agrees that our 
Coast Guard Academy performs its mandated service to our Nation 
admirably. Why then should this service be denied? Even in the 
—— age, those facilities are needed for adequate training of future 
officers. 
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Viewed within the context of millions spent on missiles, rockets, 
and other impedimenta of war, the request of the Board of Visitors 
for physical improvements on the Academy does seem indeed modest. 

Attached to this statement is our resolution, upon which authority 
my appearance is scheduled. We sincerely appreciate the earnest 
attention of the subcommittee on those subjects outlined here. 

It seems hardly necessary to mention that it is small wonder that 
for all its good work the Coast Guard Academy can hardly expect to 
compete with other service adademies for entering students. That 
the young men should perhaps prefer the ivied walls of West Point 
and Annapolis and the symbolic beauty of the new Air Academy to 
the stern dedication of those wooden Coast Guard structures is not 
beyond comprehension. 

In any event, the American Legion is positive that Congress in its 
wisdom and experience will make the proper recommendations for 
the allocation of funds for permanent structures necessary at the 
Coast Guard Academy—in support of its congressional Board of 
Visitors. 

While the American Legion is not expert in this field, the national 
organization does submit that Congress now, as in the past, appreciates 
our views as an expression of our membership. 

This makes us now, as in the past, grateful to this committee for 
honoring us with the opportunity to state our views. Thank you. 

Mr. Chairman, I request that this resolution be included in the 
record of the proceedings. 

Mr. Gary. Without objection it will be included in the record at 
this point. 

(The resolution follows:) 


REsouvuTIon No. 36 
(Register No. 872) 


Title: U.S. Coast Guard Academy. 
Submitted by: National Security Commission. 


Whereas the U.S. Coast Guard is one of the Armed Forces of the United States 
and has served our country faithfully, loyally and with everlasting credit since 
its establishment in 1790; and 

Whereas due to the increased demand for the services rendered by the said 
U.S. Coast Guard, both in peacetime and wartime, it became necessary to in- 
crease the size of the Cadet Corps at the U.S. Coast Guard Academy located 
at New London, Conn; and 

Whereas the U.S. Coast Guard Academy was built in 1932 for the housing of 
300 cadets and it now houses 610 cadets and 100 officers for merchant marine 
indoctrination and marine inspection; and 

Whereas a number of the buildings used at the U.S. Coast Guard Academy 
are worn and outmoded, having been constructed as World War II wooden 
buildings for temporary use only; and 

Whereas such wooden buildings constitute a fire hazard and may be responsible 
for a tragic loss of life and limb; and 

Whereas the replacement of such wooden buildings and the construction of 
additional permanent facilities have been made necessary by the increased size 
of the Cadet Corps at the Academy; and 

Whereas the congressional Board of Visitors to the said Academy in several 
reports which it rendered to the Congress, particularly its last report dated 

ay 2, 1958, recommended the construction of additional permanent facilities, 
such as quarters, classrooms, and other structures found to be necessary for the 
proper training of the Cadet Corps at the said Academy; and 

Whereas the lack of such facilities is impairing and impeding the proper training 
of the cadets at the said Academy; and 
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Whereas it is essential that the U.S. Coast Guard Academy graduate officers 
who are fully equipped to properly and efficiently serve our Government in times 
of peace and war: Now, therefore, be it 

Resolved, by the American Legion National Executive Committee, meeting in 
Indianapolis, Ind., April 29 to May 1, 1959, That we petition the Congress of 
the United States to adopt that part of the report rendered by the congressional 
Board of Visitors to the U.S. Coast Guard Academy dated May 2, 1958, which 
cites the need for additional permanent facilities such as quarters, classrooms 
and other structures found to be necessary for the proper training of the Cadet 
Corps at said Academy, and that said Congress be urged to enact all necessary 
provisions in law to carry out the recommendations covered in said portion of the 
report. 

Mr. Gary. Mr. McDonald, as a member of the American Legion 
who recently received his 40-year pin, and I believe I was one of the 
charter members of Richmond Post No. 1, I am always delighted to 
receive the recommendations of the American Legion, and I know this 
committee is. I think you will find most of the members of this com- 
mittee are veterans of one of our two World Wars. 

I can also assure you that the members of this committee are 
deeply interested in the Coast Guard Academy. I had the privilege 
of serving as a member of the congressional Board of Visitors for 4 

ears. Iam familiar with the needs of the Academy, and the Congress 
hes 2 very definite steps to remedy the conditions to which you 
referred. 

In the first place, 2 years ago the Congress appropriated $2 million 
for a new dormitory. That new dormitory is now under construction 
and is expected to be ready for occupancy in September of this year. 
When that is completed it will be possible for the Coast Guard to 
house all of the cadets in permanent buildings. Heretofore, and at 
the present time, a great many of them are housed in very unsatis- 
factory temporary buildings. That condition will definitely be 
relieved when the new building is completed. 

In the second place, this committee last year authorized the transfer 
of the officer training unit from the Academy grounds to a new site 
which is located in Yorktown, Va. The situation brought about b 
the Academy students and the officer training unit being in ‘reek 
close proximity was not altogether satisfactory. Moreover, the 
officer training group occupied space that could be used to good ad- 
vantage by the Academy. The transfer of the training unit has been 
a very definite improvement both from the standpoint of the Academy 
and the training unit. 

We realize that other improvements are desirable, and I can assure 
you that so far as this committee is concerned they will be made as 
rapidly as practicable. I think if you will read this year’s hearing 
with reference to the improvements at the Academy, the testimony of 
Admiral Richmond and also the testimony of the Secretary of the 
Treasury, you will see that great progress has been made and that 
further progress is contemplated. 

We appreciate the interest of the American Legion in the Coast 
Guard Academy and I assure you we will do what we can to see that 
a proper program is carried out. 

Mr. McDonatp. Thank you for the honor of your explanation, sir. 

Mr. Pituron. Mr. Chairman, I would like to say to Mr. McDonald 
that I have a high regard for the American Legion and the work you 
are doing, especially in promoting patriotism and combating com- 
munism throughout this country. I want to commend the American 
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—_— for its great efforts to instill patriotism in this country and to 
fight subversion in what I call the “frontlines” back at home. Some 
people think all we have to do is pass laws in Washington and that is. 
the end of it. We must fight communism back home in the local 
organizations, because that is where it builds up. I know in the 
Buffalo area the American Legion is doing a wonderful job, and I 
want to say thank you. 

Mr. McDonatp. This is a matter of continuing interest: to us, sir,. 
and we appreciate your recognition of our work in this field. 

Mr. ALEXANDER. As a past department commander of the Ameri- 
can Legion in North Carolina, and with personal friendship and 
lalate of many members of the National Security Commission 
of the American Legion, I would just like to say that this commission 
is one of the most important in America. I certainly want to com-. 
mend the assistant director and all the members of this commission 
for the work they are doing. It is great work. 

Mr. McDona.p. Thank you, sir. 

Mr. Steep. I would like to say I, too, am a member of the Ameri-: 
can Legion, and I have the great privilege of being a member of a 
post with two sons, all three of us having served in the same war. 
I also have the honor of representing the congressional district of the: 
immediate past president of the American Legion. 

Many times in years gone by we have felt that this subcommittee 
almost singlehandedly was fighting the battle of the Coast Guard. 
We appreciate the interest you are taking in it. It is a very im- 
portant segment of our national defense which too often is considered 
a poor country cousin, and we think it deserves more support and 
more help than sometimes it has been possible to get for it. 

We are delighted to have you here today. 

Mr. McDona.tp. We shall continue our interest and support of the 
Coast Guard Academy, sir. 

Mr. Conte. I, too, want to join my colleagues in commending 
Mr. McDonald for appearing here on behalf of the Coast Guard 
Academy. As Mr. Steed has said, this subcommittee, under the 
leadership of the chairman and Mr. Canfield, has been most sympa- 
thetic in regard to the needs of the Coast Guard Academy and the 
Coast Guard itself. All too often, the spotlight in the Congress has. 
been placed on the other Academies and the Coast Guard Academy 
has been left out in left field. I believe if it had not been for the 
chairman of this subcommittee and other members of the committee, 
that proper attention would not have been focused on the Academy 
and on the Coast Guard, and it would not have received the improve- 
ments and made the progress that it has. 

I also want to join my colleague from upstate New York, Mr. 
Pillion, in commending the American Legion’s National Security 
Committee for its work against subversion in the United States. I 
believe it is unfortunate that there are not more groups that have 
taken on this crusade. I believe the American public has more or 
less fallen asleep when it comes to subversion and the danger of 
communism, the overthrow of this Government by evil forces within 
the United States. . 

I want to commend and offer you any help that I can render in 
this very vital and important work for our country. 
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I might say I was the author of the first law outlawing the Com- 
munist Party in Massachusetts back in 1951. For the work that the 
American Legion is doing, we are certainly very grateful and thankful, 

Mr. McDona.p. You are very kind, sir. 

Mr. Strep. One final comment: In my several years here in Con- 
gress I believe I have had an opportunity to observe enough to justify 
the statement Iam about to make. I think our chairman, Mr. Gary, 
and our ranking minority member, Mr. Canfield, comprise an out- 
standing team combating communism in the country today. 

Mr. McDonatp. I might say at this time the chairman’s work is 
well known to the American Legion and appreciated, as is the work 
of this subcommittee, which probably does not receive its fair amount 
of recognition, all things being equal. 

Mr. Gary. Thank you, gentlemen. 


THurspay, Fesruary 4, 1960. 


Rance Licuts at Brazos SANTIAGO Pass 


Mr. Gary. Gentlemen, I have just received two communications 
from our distinguished colleague from Texas, the Honorable Joe M. 
Kilgore, with which he encloses certain statements from his district 
supporting the Coast Guard budget request of $130,000 in support 
of the construction of range lights at the Brazos Santiago Pass. 

Without objection I shall insert these communications at this point 
in the record. 

Mr. Kilgore mentions the fact that he will have other communica- 
tions in support of this budget item which he will send over when 
they reach his office. I would like unanimous consent of the commit- 
tee that the clerk be permitted to add those communications up until 
the time the hearings go to press. 

(The material referred to follows:) 


Conaress or THE UniTep States, 
House or REPRESENTATIVES, 
Washington, D.C., February 4, 1960. 
Hon. J. VauaHan Gary, 
Chairman, Subcommittee on the Treasury and the Post Office, Committee on Ap- 
propriations, House of Representatives, Washington, D.C. 

Dear Mr. CuHarrMan: It is a pleasure to transmit to you herewith, at the 
request of the Brownsville Navigation District and the Port Isabel-San Benito 
Navigation District, both of Cameron County, Tex., the attached letter in sup- 
port of the Coast Guard’s budget request for $130,000 in support of the construc- 
tion of range lights at the Brazos Santiago Pass. 

This pass leads from the Gulf of Mexico into the Brownsville-Port Isabel ship 
channel which are operated under the jurisdication of the navigation districts 
which have jointly signed the attached. 

The leaders of the two navigation districts are, therefore, considered authorities 
on the Brazos Santiago Pass. 

I will personally appreciate your consideration of the attached and of incorporat- 
ing it, if possible, into the record of the hearings. 

Other interests in the area are planning to submit written statements which I 
shall forward to you immediately on their receipt in my office. 

With kindest personal regards, I am 

Sincerely, 
Joz M, Kiucore. 
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Port oF BROWNSVILLE, 
Brownsville, Tex., February 3, 1960. 


Hon. J. VaueHan Gary, 
Chairman, Subcommittee on Treasury and Post Office, Committee on Appropriations, 
House of Representatives, Washington, D.C. 

GENTLEMEN: The Brownsville Navigation District and the Port Isabel-San 
Benito Navigation District are political subdivisions of the State of Texas, created 
to promote the maritime commerce of the Lower Rio Grande Valley of Texas, 
In pursuance thereof, these two bodies have built and now operate turning basins, 
docks, warehouses, railroads, and small craft basins which represent all the deep- 
water terminal facilities and most of the fishing fleet accommodations which utilize 
Brazos Santiago Pass to the Gulf of Mexico. 

As a result of the investment of many millions of dollars in facilities by the two 
navigation districts, the combined ‘commerce of the ports of Port Isabel and 
Brownsville—called the Brazos Island Harbor—has risen to over 2 million tons 
a year, it is one of the leading cotton ports in the United States, and home port 
for one of the greatest concentrations of fishing vessels in the world. All this in 
an area that prior to 1934 had no deepwater port at all. 

The two ports were, literally, carved out of the prairie, with Port Isabel opened 
in 1934, Brownsville in 1936. Since then, it has been a constant struggle to 
encourage the growth of commerce and to provide suitable facilities for this grow- 
ing traffic. These efforts have been rewarded with a substantial improvement in 
the welfare of this isolated area, and port-connected industrial and commercial 
payrolls now exceed $20 million per year while the value of the shrimp catch 
contributes an additional $20 million annually. The $130,000 budgeted item 
being considered by your committee for erection of jetty lights at Brazos Santiago 
Pass reflects both the recent development and the rapid rise of the commerce 
of our harbor. To protect the present commerce of our ports and to provide for 
their future growth, it is imperative that vessel traffic be aided by jetty lights. 

Brazos Santiago Pass is one of the few natural openings in the 350-mile coastline 
between Tampico, Mexico, and Corpus Christi, Tex., and the only one of com- 
mercial importance. As such, it is the harbor of refuge for the 600 deepwater 
trawlers that call Brownsville or Port Isabel their home, but it is a poor harbor of 
refuge indeed when the crews of these vessels must risk their lives to locate and 
then enter the pass. Oceangoing vessels have a far greater range of vision and 
are assisted by direction-finding equipment, but because of the low-lying land 
along our coastline it is difficult for even these vessels to pick up the entrance to 
the pass. This has resulted in a number of groundings, but in many more but 
less publicized cases this has resulted in expensive vessel delays. Consider then, 
how much more difficult it is for trawlers caught in rough weather to find the 
entrance. These vessels have seth us with convincing evidence of the need 
for better aids to navigation at Brazos Santiago Pass, and we list below a recapitu- 
lation of lives and equipment lost which we recently prepared for the U.S. 
Corps of Engineers. 
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Vessel casualties at Brazos Santiago Pass 




































































Vessel Date of loss Amount of Location 
loss 

Southern Hope. ........----.----. celery 1953..... 1 $8, 544 | South jetty. 
PRET cnc rennodsepcepuceneahan March 1954_..._... 2 150, 000 Do. 
President Roosevelt -............. October 1957. ..... 217,500 | Beach within 1 mile of south jetty. 
San Cristobal February 1958....- 17,003 | 400 feet south of south jetty. 
Eda. - October 1958. __... 260,000 | South jetty. 
Esko, - - September 1958. - - 112,215 | 50 feet south of south jetty. 
Becky Sue.. December 1958_.-- 2 30,000 | 300 feet = of south jetty. 
Theresa Marie. December 1954....} 2%30,000 | North jetty. 
Three Pals. June 1954.......... 14 14,861 | North of north jetty 
ly! es December 1958_.-- 228,000 | 4% mile north of noeth jetty. 
OO ESE December 1953. ... 228,000 | North jetty. 
Little Chris. — 1963...... 2 40,000 | South jetty. 
Betty Sca. 2 45, 000 Do. 
Jo Marie Foor 1953... 215,000 | North ine: 
Rosebud May 1956 -.-..... 1750 | South jetty. 

Velsh November 1954.... 115,000 | North jetty. 
Intrepidor- . 1951-52. Q@ 8s) South jetty. 
Nell & G.. 1951 (2) a up and sank in vicinity of 

letties. 

D4 1950-51_.......-... 2 5) Do. 
Laguna No. 4. December 1959... 110,000 | South of south jetty. 
Miss Junietta January 1960__.... 115, 000 Do. 
ee ees November 1959... 112,000 | North of north jetty. 

1 Partial. 

2 Total. 

31 man lost, 

4 Hurricane. 

53 men lost. 


It is ironic that more trawlers were lost entering the harbor than at sea, but 
we submit this as an indication of the perils involved in locating awash, unlighted 
jetties from a nearly submerged boat with the low — less than 10 feet high 
and for all practical purposes invisible over a mile awa 

The Corps of Engineers statistics indicate that in 1958 over 23,000 deepwater 
vessels and trawlers entered or cleared Brazos Santiago Pass. In view of the 
tremendous value of vessels and lives affected, we herewith respectfully submit 
that appropriation for and construction of the budgeted jetty lights is fully 
justified, and favorable action by your committee is warranted. Your kind 
consideration and favorable action will be sincerely appreciated. 

Respectfully, 
BROWNSVILLE NAVIGATION DisTRICT OF 
Cameron County, TEx., 
By F. W. HormoxeE., General Manager. 
Port IsaBet-San BENITO NAVIGATION 
District oF CAMERON County, TEX., 
By Tom W. Dunn, General Manager. 
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BROWNSVILLE, TEx., February 3, 1960. 
Hon. Joe M. Kitcore 
House Office Building, Washington, D.C.: 

It is our understanding that President Eisenhower has made recommendation 
to Congress for an appropriation to be used for the installation of permanent 
navigational lights off the end of the jetties on Brazos Santiago Pass. I cannot 
stress too highly the importance of installing such lights in order to avoid loss 
of life and property which have occurred in the past. I shall be most grateful 
to you if you will please bring this telegram to the attention of the committee 
which is holding hearings on this and other appropriations. 

Best regards, 
J. C. Gores, Mayor. 





Brazos-SANntT1aGo PILots, 
Brownsville, Tex., February 3, 1960. 
Hon. J. VAuGHAN Gary, 
Chairman, Subcommittee on Treasury and Post Office of the House Committee on 
Appropriations, House of Representatives, Washington, D.C. 

Dear Mr. Gary: The Brazos-Santiago pilots would like to lend strong support 
to the appropriation for the construction of permanent navigational lights off the 
seaward end of both jetties of Brazos-Santiago Pass. 

Such lights are urgently needed. 

Especially when a strong norther is blowing, Brazos-Santiago Pass is one of 
the most dangerous passes in the gulf-Atlantic, because of the strong current and 
because the pass lies almost due east and west. 

The buoy lights now in use off the seaward end of each of said jetties are a 
distinct menace to navigation, and in no sense can they be the aids to navigation 
which they are intended to be, when a strong norther is blowing. It has been 
found, despite repeated attempts, that it is almost impossible to anchor such buoy 
lights so that they will stay in position. This is due to the very bad bottom sea- 
ward of the Brazos-Santiago jetties. When a strong norther is blowing, such buoy 
lights are often blown a considerable distance to the south, and we pilots have on 
several occasions observed shrimp boats going between such displaced buoy lights 
and the jetties. 

Sometime last November one of our pilots was bringing a large tanker full of 
gasoline through the pass about 3 o’clock in the morning and struck and sank the 
No. 2 Buoy supposed to mark the end of the north jetty, but which buoy was 
then in the center of the entrance channel. If the cable from that buoy had 
become entangled in the propeller, the tanker might well have struck the south 
jetty and caused a serious explosion and perhaps loss of life. 

The Brazos-Santiago pilots are pilots for the larger vessels that come into Port 
Isabel and Port Brownsville. When visibility is bad, even a large vessel entering 
the pass from the gulf has difficulty picking up the range lights until almost inside 
or very close to the entrance to the jetties. Visibility is often bad around the 
seaward entrance to the jetties. Shrimp trawlers are low in the water and get no 
aid from the range lights until they have entered the seaward end of the pass and 
have to depend entirely upon the lights at the entrance. The shifting buoy lights 
are often out of position when they are needed the most. 

There have been numerous wrecks over the past few years with boats going on 
the beach and striking the jetties. We feel that a number of these wrecks have 
been due to the absence of adequate permanent lights on or off the end of the jetties. 

The whole group of Brazos-Santiago pilots give their wholehearted support to 
the appropriation for the construction of such long overdue permanent lights. 
While such lights are indispensable for the shrimp boats, they are also very badly 
needed for the larger vessels as well. 

The careful consideration of this matter by your committee will be very greatly 
appreciated. 

Very truly yours, 
Capt. C. F. Crawrorp. 
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Tue PrRoPELLER CLUB oF THE UNITED STaTEs, 
Port oF BRowNSsVILLE—PortT ISABEL, 
February 3, 1960. 
Hon. J. VauGHAN Gary, ; 
Chairman, Subcommittee on Treasury and Post Office of the House Committee on 
Appropriations, House of Representatives, Washington, D.C. 

Dear Mr. Gary: The Brownsville-Port Isabel Propeller Club desires to ur- 
gently request support of the appropriation for the construction of permanent 
lights on structures off the ends of the jetties at Brazos-Santiago Pass. 

Such pass is known to be very dangerous, and everyone seems to agree that 
permanent lights, at proper elevation, are an absolute necessity to mark the ends 
of the jetties, especially during the frequent instances of poor visibility, in order 
to prevent the loss of vessels and also the loss of life. duly ‘ipo 

It is hoped that close attention will be given to this appropriation which is so 
badly needed in order to provide the funds with which to construct the lights re- 
quired to remedy the existing grave situation. 

Yours very truly, 


BROWNSVILLE-PorT ISABEL PROPELLER CLUB, 
By Ropert W. CoLeman, Vice President. 


Tue State or Texas, 
County of Cameron: 

Before me, the undersigned authority, on this day personally appeared Virgil 
Versaggi, to me well known, who, after being by me first duly sworn, on oath, 
deposes and says: 

““My name is Virgil Versaggi. I reside at 125 Calle Jacaranda, Brownsville, 
Tex., in which city I have resided for the past approximately 10 years. I have 
been in the shrimp business most of my life and now own a fleet of shrimp trawlers 
operating out of Port Brownsville, Tex. I am past president of the Brownsville 
Shrimp Producers Association, and also of the Shrimp Association of the Americas, 
which is an association composed of the Shrimp Associations of Texas, Mexico, 
southeastern fisheries (Florida, Georgia, North and South Carolina, and Alabama), 
Panama, etc. 

Over the past 10 years there has been a constant struggle on the part of the 
shrimp industry to secure the construction of permanent lights, well out of the 
water, to mark the seaward ends of the jetties at Brazos-Santiago Pass. This pass 
is extremely dangerous and the visibility is often bad. 

‘‘A shrimp boat is low in the water and with high waves, fog, dust and sand, and 
other obstructions, has great difficulty at best in locating the seaward entrance to 
Brazos-Santiago Pass. The range lights are of no aid as they are not visible to a 
shrimp boat until it has already entered the entrance to the pass. The shrimp boats 
have to depend on the lights marking the ends of the jetties in order to safely 
navigate the entrance to such pass, which is often rough and in which the currents. 
are notoriously bad. 

“The buoy lights used to mark the seaward ends of the jetties are wholely 
inadequate. They have undoubtedly been responsible for the loss of a number of 
boats, and also for the loss of life, at Brazos-Santiago Pass. Such buoy lights 
drift off station and when they are needed the most are not in place but are too 
late found to be located at a point to cause a boat to go on the beach. 

“Shrimp boats very often have to come through the pass at night. When a 
strong norther strikes unexpectedly, many shrimp boats are often caught out in 
the gulf, as the fishing trips last on the average from several days to 2 or more 
weeks, and the shrimp boats in large numbers make a dash for the pass to get 
to their home ports of Brownsville and Port Isabel and often reach the pass 
when the waters are being lashed by high winds and when visibility is very poor. 
Under such conditions, they often take their lives in their hands to negotiate the 
pass. On the other hand, they cannot remain outside, as they would probably 
not be able to withstand the onslaughts of the mountainous waves, high winds, 
and strong currents. 
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“T am sure the Coast Guard is fully aware of the great need for these permanent 
lights. I understand it has had its plans drawn for some time, but has not been 
able to secure the needed funds. The Coast Guard has been doing a tremendous 
job in the gulf and but for its fine service the shrimp industry would have great 
difficulty operating. However, the Coast Guard cannot, of course, do what it 
knows has to be done without funds with which to do so. 

“The lights are indispensable. Without them, boats will certainly continue 
to be wrecked and livcs lost. 

“The favorable action of the committees considering this appropriation is 
urgently solicited. 

“VireiL VERSAGGI.” 


Subscribed and sworn to by said Virgil Versaggi before me, the undersigned 
authority, on this 3d day of February 1960, to certify which witness my hand 
and seal of office. 


[SEAL] Benita Loneortia, 
Notary Public, Cameron County, Tex. 


Tue State or TExXas, 
County of Cameron: 


Before me, the undersigned authority, on this day personally appeared Bascom 
oe to me well known, who, after being first duly sworn, on oath, did depose 
and say: 

“My name is Bascom Cox. I have resided and practiced law in the city of 
Brownsville, Tex., for the past over 32 years. I am attorney for the Brownsville 
Shrimp Producers Association and also for the Texas Shrimp Association and 
have actively represented the shrimp industry in this area for the past over 10 

ears. 
“ “The matter of a permanent light on, or near, the seaward end of both the 
north and south jetties of Brazos Santiago Pass has been a matter of grave concern 
of the shrimp industry of Texas for many years. It has been the subject of con- 
siderable correspondence with the Texas representatives in the National Congress 
and with officers of the Coast Guard. 

“Tt is imperative that a proper light be permanently located either on, or near, 
both the north and south jetties of Brazos Santiago Pass. A buoy light is a poor 
substitute, especially with the poor anchorage qualities of the bottoms near such 
jetties. In fact, the shifting buoy lights have been a real hazard to navigation 
and from all reports have been undoubtedly the cause of the loss of shrimp boats 
and also of the lives of shrimp fishermen. 

“Lights near the jetties marking the entrance to Brazos Santiago Pass need 
to be at a proper elevation, as shrimp boats are low in the water and during 
periods of poor visibility (which often exists) due to fog, blowing dust, high seas, 
and other adverse conditions, the light may well not be visible unless it is properly 
elevated. It is understood the Coast Guard for a considerable time now has had 
plans which call for permanent lights, properly elevated, to be located, not on 
the jetties themselves but on concrete piling near the seaward end of each jetty. 
This certainly would be the answer to the prayers of the shrimp industry. 

“The Coast Guard does such a constructive job that it is hard to understand 
why it has so much difficulty securing badly needed funds for such absolutely 
essential projects as this for the safeguarding of life and property. It is believed 
the Coast Guard must be somewhat of a financial stepchild, since it is an arm of 
the Treasury Department and therefore perhaps expected to set an example of 
economy and that it is undoubtedly subjected to greater scrutiny than other 
agencies. Surely, where the saving of lives and property is at stake, and it so 
clearly is in this project, it would be gross incompetency to not approve the ap- 
priation for these desperately needed lights. 

“Shrimping is recognized as being the most valuable single resource in the U.S. 
fishing industry today. The greatest concentration of deep-sea shrimp trawlers 
in the world is located in the Brownsville-Port Isabel, Tex., area, and all of these 
vessels have to pass in and out of Brazos Santiago Pass in making their fishing 
trips in the turbulent and treacherous waters of the Gulf of Mexico. During the 
year it is conservatively estimated that shrimp trawlers make at least 10,000 
round trips through Brazos Santiago Pass, or 20,000 one-way trips. The average 
shrimp trawler today is about 65 feet in length, and costs, fully equipped, an 
average of about $45,000 each. To have one of these boats go on the rocks 
coming through Brazos Santiago Pass or to have it go on the beach due to the 
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absence of proper lights marking the ends of the jetties is a substantial loss, often 
atotalloss. This should be a matter of great concern, to say nothing of the possi- 
ble loss of life. 

‘‘When a strong norther is blowing, Brazos Santiago Pass is generally conceded 
to be one of the most dangerous passes in the gulf-Atlantic, because of the strong 
current and because the pass lies almost due east and west. 

“During the past few years there have been many cases of shrimp boats going 
ashore in and around Brazos Santiago Pass. There have been cases where lives 
have been lost in these accidents. For several years a banana boat remained 
where it had sunk inside the pass near the south jetty and this derelict was a 
serious menace to the navigation of shrimp boats. Many of these accidents have 
been attributed to the lack of proper lights marking the ends of Brazos Santiago 
jetties. 

“When the buoy lights get out of position, which is often, they are certainly a 
hazard to navigation. There have been a number of cases reported of shrimp 
boats running in between such an out-of-position buoy and the end of the jetty 
which is was supposed to mark. 

“On November 6, 1959, I received an urgent telephone message from one of 
the pilots who bring the large vessels through Brazos Santiago Pass and up the 
channel to Port Brownsville that the No. 2 buoy which is supposed to mark the 
end of the north jetty was then in the center of the channel between the two 
jetties and that one shrimp trawler was aground inside the jetties and another 
ashore south of the south jetty and that the freighter Antinuous was unable to 
come through the pass and spent the night outside the pass. This information 
was communicated by telegram to Congressman Joe Kilgore of our congressional 
district. At about 3 o’clock in the early morning of Sunday, November 8, 1959, 
another pilot was bringing the large Texaco tanker Montana through Brazos 
Santiago Pass and struck and sunk such No. 2 buoy which was then in the center 
of the channel. This was a large tanker, displacing about 16,000 tons, and was 
loaded with gasoline. It was generally discussed that it was most fortunate the 
chain of the buoy did not get tangled up in the propeller of the tanker, which 
would probably have caused the tanker to have smashed on the south jetty with 
a probable resulting explosion and fire and with burning gasoline all over the 
place and probably loss of life among the tanker crew. Shortly prior thereto, 
the SS Hurricane, owned by the Waterman Steamship Co., had to stay outside 
of the pass all night due to the then condition of the range lights, at a probable 
cost of $1,000 on account of such one night’s delay. These incidents in Novem- 
ber 1959 are mentioned to show that the larger vessels using the pass are also 
affected by the improper lighting. 

“In the Christmas edition of the Port Isabel Press in 1958, there appeared an 
article written by a lady whose husband is evidently a shrimp-boat captain. This 
spontaneous article gives a vivid description of the perils of navigating dangerous 
Brazos Santiago Pass and emphasizes the great need for adequate lights. A 
Thermo-Fax copy of such article is accordingly attached to this statement. 

“The tremendous need for permanent, well-elevated lights off the ends of each 
of the jetties of Brazos Santiago Pass cannot be overstated. They are so vital, 
so necessary, so urgently and sorely needed. It is hoped and prayed that the 
utmost careful consideration will be given to making adequate appropriation to 
provide same. ‘ 

“Bascom Cox.” 


Subscribed and sworn to by said Bascom Cox before me, the undersigned 
authority, on this 3d day of February 1960, to certify which witness my hand and 
seal of office. 


[SEAL] Benita Loncortia, 
Notary Public, Cameron County, Tex, 


[From the Isabel Press, Dec. 10, 19£8] 
Sarimp TALEs 
(By Betty Allen) 


At the risk of seeming to chew on an old bone until there isn’t a morsel of chew- 
ing left on it, I want to add one last paragraph or two on the subject of ‘The life 
and hard times of a shrimp fisherman.”’ You’ve heard me sound off on the subject 
before but I think it’s a darn hard way to earn a living and I believe the boys 
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deserve a pat on the back after going through what some of them have endured 
during the past two northers. 

“Well,” you might sniff, “If it’s so blamed hard, why don’t they quit it and do 
something else?” That’s a good question and I’ll have to admit that I can’t 
answer it. But I’ll tell you this, there are several hundred boatowners along the 

ulf coast and a raft of allied companies such as processing plant, ice and fuel 
docks, marine ways and marine suppliers, as well as freezing plants, trucklines 
and wholesale seafood dealers who are jolly well glad that the memory of man is 

retty short and that a crew, after getting its collective ears nearly knocked off 
in one blow, will promptly turn around and get caught in the next one. The 
shrimping industry and the hundreds of businesses depending on it would soon 
come to a screeching halt if all the boat crews started working only in good working 
weather. 

The other night, though, I was almost willing to let the shrimp industry go 
hang. It just didn’t seem right for men to run the risks they were running just 
for money or so someone could have a dinner of fried shrimp. And, as I sat in 
the warm living room listening to the short wave, my heart went out to the other 
wives who were listening also—trying to hear how their husbands were doing. 
Larry was in, Thank goodness—they’d had their share of rough weather during the 
week and just squeaked in ahead of this norther—so my worries weren’t personal 
this time but I worried just the same over every boat that was trying to make it 
home and some of them were really ser a time. 

The night was as black as the bottom of a tar barrel, the wind was screaming 
like a banshee and overcast, fog, a touch of rain and the driving spume from the 
crashing of the mountainous waves made visibility absolutely zero even when a 
boat was perched precariously for an instant on the top of a giant crest. The 
jetties were covered constantly by a tumbling mass of angry seas and the range 
lights were so obscured by the overcast and the constant lash of water as to be 
invisible. And in the midst of that tumbling seething, wrenching, cold and mis- 
erable darkness, men were trying to find the one little narrow channel of safety 
that would lead them out of the gulf and into the comparative safety of the bay. 
Brazos-Santiago Pass looks as wide as all get-out on a calm sunny day and you'd 
swear you could come in broadside with the Queen Mary but on a dark and stormy 
night you’d be equally sure that the pass wasn’t any wider than the eye of a 
needle and just as hard to squeeze through—especially when you remember that 
the huge granite boulders that comprise the jetties are just lying there ready to 
bite a great chunk out of the side of your boat. 

Nearly a dozen of the boats didn’t even dare make .the attempt the other 
night—couldn’t get enough bearings to run the risk——-and they milled around 
forlornly all night like a flock of fogbound geese fighting every wave and inquir- 
ing hopefully now and then if “anyone thought it would ever calm down?” But, 
now and again, another boat coming in would decide to take a chance. Maybe 
he’d get just enough of a Ces re of the range lights that he’d figure he could 
make it if he was lucky. So there’d be a big confab between him and a fellow 
boat and then, after many warnings of “‘ Now take it easy and be careful” from 
his friend, he’d say ‘‘ Well, here I go’”’ and then would come the silence. Every- 
one seemed to be holding his breath as we’d wait and wait and wait and wait. 
Picturing all the time his struggle and imagining how he must be feeling. But. 
every time, thank heaven, just as I’d be ready to scream, there’d come a trium- 
phant shout of “ Well, I made it. I’m inside now.” 

Some of you who read this might not be too familiar with the shrimping in- 
dustry and may perhaps think that I’m exaggerating the danger when I mention 
one captain that said he had to try to get in because he had developed a bad 
leak and the water was coming in faster than the pumps could pump it out. He 
was afraid that if he tried to wait until daylight he’d be sunk. That particular 
boat made it in all right but just the other night another boat—being towed in 
by a Coast Guard vessel—didn’t and one of the crew is still missing and, of 
course, presumed dead. Not much of a Christmas in store for that man’s 
family. 

Seas do sink and men do die in this business so there is plenty of reason for 
wives to nibble their fingernails as they listen to the shortwave on a stormy night. 

There, I’ve worried that bone right down to the nub and I promise you next 
week some altogether different subject. And, before we run out of space, we’d 
better get to the listing of the unloadings for the week. 

Naturally, with all the runnings in and out because of having two northers in 
1 week, most of the catches were of less than five boxes. There were exceptions, 
of course, when a boat had anchored down during several of the storms or where 
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it had been working clear to the south and was just getting in. Last Wednesday 
was one of the big days of the week with boats at every dock and Callaway 
Seafoods had their share. The Sand Bar brought in 11 boxes but all the rest of 
the trips for that day were under the 5-box minimum. Included were the Trade 
Wind, El Rey, Marie, Fighter, Rip Tide, Cee Bee, El Rey No. 2, Ridala and the 
Miss M. Also the Ella, ike No. 2, Neptuna, Mr. Arno, Esko, Elinor J., Estotrio, 
Gulf Lady and the Cracker Boy. At Ewing Fish Co., also on Wednesda: , were the 
Barto No. 1, Barto No. 8, Taurus, Prawn Queen, and the Betty SCA—all with 
short catches. At Southwest Seafoods, with the same kind of a load, were the 
Lady No. 2, Lady No. 8, Pompano Scout, Suzanne, Maria Louisa, Francis Lee, 
Kathy Jeanne, Edora Bee, Lou Ann, and the Georgia Mae. But, to be different, the 
Roma Theresa had 5 boxes and Halen Mae had 13 at the same dock. The Dough- 
boy had nine boxes at the Gulf Shrimp Co. on i and at Magic Valley 
the Ballerina had six boxes and the Maverick, Ole, Sylvia H., Miss Gina, and the 
Magic Valley all had short catches. 

Thursday was a busy day of small unloadings for WBP. The Nola Gladys had 
six boxes but the Capt. Pete, Anastasia, Thunderbolt, Enola W., Republic, Alamo, 
and the Southport all had short catches. At Magic Valley the Billy Ann had a 
short one and the Jujubee had nine boxes. Captain Cracker and the Barto No. 2 
had just under five boxes and the Southern Spray, El Maria, and the Eve all had 
“that kind” of a catch. 

Only two boats reported in on Friday—the Southern Pride with less than five 
and the Gulf Stream. 


RESOLUTION 


Be it resolved by the Commissioners Court of Cameron County, Tex., in meeting 
duly assembled on this 3d day of February 1960, a quorum being present and 
voting, on motion duly made, seconded, and unanimously carried, that Cameron 
County, Tex., strongly endorse, and it does so hereby, the great need for the 
construction of permanent lights off the ends of each jetty of the Brazos Santiago 
Pass in accordance with the plans and specifications prepared by the U.S. Coast 
Guard, appropriation for which is now pending in the U.S. Congress. 

Be it further resolved, That Cameron County, Tex., hereby calls attention to 
the known hazardous condition of Brazos Santiago Pass and the loss of numerous 
boats, particularly shrimp trawlers, and also reportedly some loss of life, that has 
occurred over the past few years which has been attributed to the lack of proper 
lighting on the seaward approach to said pass, and that the need for such perma- 
nent lights off said jetties may well be classed as in the emergency stage, and the 
strongest possible support for the appropriation for such much needed lights is 
urgently requested. 

one this 3d day of February 1960. 

[SEAL] Cameron County, TEx., 

By Oscar C. Dancy, County Judge. 

Attest: H. D. Srago, 

County Clerk, Cameron County, Tex. 


Tue Strate or TExas, 
County of Cameron, ss: 


Before me, the undersigned authority, on this day personally appeared S. M. 
Snodgrass, to me well known, who, after being by me first duly sworn, on oath, 
deposes and says: 

y name is 8. M. Snodgrass. I reside at 44 Robins Lane, in the city of 
Brownsville, Tex. 

I have been in the shrimp fishing business the greater —_ of my life. I have 
been a fisherman, boat captain, and am now the owner of several shrimp trawlers 
which operate in the Gulf of Mexico out of Port Isabel, Tex. I am now president 
of the wnsville Shrimp Producers Association, which is an organization of 
the owners of shrimp trawlers operating out of both Port Brownsville and Port 
Isabel, Tex. I am also treasurer of the Texas Shrimp Association. 

The greatest number of large shrimp trawlers in the world operate out of the 
Port Brownsville-Port Isabel area. All of the shrimp fishing of these vessels is 
done in the Gulf of Mexico and much of it is done off the east coast of Mexico. 
All of these vessels use the Brazos Santiago Pass, and go between the jetties of 
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that pass, in going to and coming from the Gulf of Mexico. There are several 
hundred large shrimp trawlers constantly using such pass and during the course 
of the year many thousands of shrimp trawlers pass in and out of such pass. 

Several years ago there was a strong permanent and elevated light on the 
north jetty, which was a great aid to the shrimp boats in negotiating Brazos 
Santiago Pass, and every effort was made to secure the construction of a similar 
light on the south jetty, but without success. The light on the north jetty 
finally caved in and was abandoned, and since that time the only lights marking 
the entrance to Brazos Santiago Pass have been lights affixed to buoys out in 
the water. 

If such buoy lights could be kept in one position they might be satisfactory 
aids to navigation under favorable conditions, but the bottom around the ends 
of.such jetties is such that it is almost impossible to find suitable anchorage that 
will hold the buoy in place. In addition there are strong currents and winds 
around the ends of such jetties, and the weather is often very bad. As a result, 
such buoy lights have been actually more often hazards instead of aids to navi- 
gation. 

Shrimp trawlers are often absent for a week, or for 2 weeks or more, on fishing 
trips in the gulf, and, as often as not, when they return from their trip, perhaps at 
night or in a fog or blowing sand, the buoy light is not in the position in which 
it was when they departed. In fact, it might be a long distance from where it was. 
The buoy off the south jetty has at times changed its position to such an extent 
that it has been jokingly referred to by some fishermen as the “halfway buoy” 
because, it is said facetiously, said buoy is sometimes found halfway between 
Port Isabel, Tex., and Tampico, Mexico. Although such buoy has never travelled 
anything like such distance, the use of such term “‘halfway buoy” is indicative that 
such buoy does sometimes get badly off station. 

Most of the pilots of the shrimp boats operating through Brazos Santiago Pass 
are not trained navigators. In fact, many of them are poor navigators, or per- 
haps not navigators at all measured by accepted standards, but they are the best 
available. It is submitted that aids to navigation should be of a character so 
that the worse pilot on the smallest boat can safely navigate the pass in the most 
inclement weather. Certainly, the aids to navigation should be such as to meet 
the needs of most of the pilots of the type and training using such pass. 

It is often necessary for a shrimp trawler to come through Brazos Santiago Pass 
from seaward during bad weather when a large cargo vessel or tanker might lay to 
for more favorable weather conditions. This is not only because of the perishable 
cargo of the shrimp trawler returning from a fishing trip, but also because a 
shrimp trawler might with greater safety negotiate the treacherous pass than 
attempt to anchor and ride out bad tide and wind and other adverse weather con- 
ditions which often prevail at the entrance of Brazos Santiago Pass. 

Prevailing land breezes often blow clouds of sand across the Brazos Santiago 
jetties so as to obscure buoy lights and range lights from the low-in-the-water 
shrimp boats. For this reason a strong candle power, stationary, elevated light is 
badly needed. 

There can be no doubt that during the past few years many shrimp boats have 
gone ashore in and around Brazos Santiago Pass due to the lack of proper lights, 
and several have crashed into the jetties. There has also been loss of life and 
injury to fishermen. 

I have been a member of the Brownsville Shrimp Producers Association for the 
_ many years and every year the desperate need for adequate lights off the 

razos Santiago jetties has been brought before the meetings of the association on 
many occasions and repeated protests over this serious need for lights have gone 
forward each year to the Coast Guard and to our Congressmen and Senators in the 
U.S. Congress. 

The Coast Guard has long been cognizant of the urgent need for proper lights 
off of such jetties, and for some time has had plans for same prepared and approved 
and only lacking appropriation from Congress to start construction. It is under- 
stood that the construction of the ends of the jetties themselves is such that they 
will not support fixed lights. The Coast Guard has designed permanent, well- 
elevated lights, to be placed on permanent structures in the water off the end of 
each jetty. The cost of such badly needed lights is relatively small. Shrimp 
boats on the average have a replacement value of from $40,000 to $50,000. The 
loss of three good shrimp boats would more than pay for the reported $130,000 
cost of such jetty lights, to say nothing of the value of the lives of fishermen saved. 
With all of the money being wasted on needless and senseless things, it seems 
almost criminal to further delay this relatively inexpensive project which will do 
so much to save life and property. 

S. M. Snoperass. 
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Subscribed and sworn to by said S. M. Snodgrass before me, the undersigned 
rye ye” on this 3d day of February, 1960, to certify which witness my hand and 
seal of office. 


[SEAL] Marityn HEANER, 
Notary Public, Cameron County, Tex. 


DrerLAM & DIERLAM, 
Brownsville, Tex., February 2, 1960. 
Hon. Jon KiLcore, 
Congressman, 15th District of Texas, 
Washington, 

Dear Jos: It has been brought to my attention that a hearing is to be held in 
Washington, in the very near future, with regard to erecting lights on the seaward 
ends of the north and south jetties at Brazos Santiago Pass. These lights would 
be very helpful in approaching and negotiating the pass. The pass is one of the 
the most hazardous on the entire Texas coast as strong currents set across the 
entrance and we have had a number of shrimp boats to be a total loss in trying to 
negotiate the pass. I strongly recommend that lights be installed. 

I am a licensed master mariner and have sailed as master on oceangoing vessels 
for over lu years and hold a pilct’s license for Brownsville and Port Isabel. I may 
mention that I have piloted ships in and out of the pass a number of times and 
I can assure you that we need all the aids to navigation that we can possibly get. 

Yours very truly, 
E. M. Dieruam, President. 


THE StaTE or TExas, 
County of Cameron, ss: 

Before me, the undersigned authority, on this day personally appeared W. L. 
Hardee, to me well known, who, after being by me first duly sworn, on oath, 
deposes and says: 

My name is W. L. Hardee. I reside in Cameron County, Tex., near the city of 
Brownsville, where I have resided for the past several years. I have been in the 
shrimp business most of my life and own and operate a fleet of shrimp trawlers 
out of the shrimp basin at Port Brownsville, Tex. I am past president of the 
Brownsville Shrimp Producers Association. 

During the past 10 years members of the shrimp industry operating out of 
Port Brownsville and Pcrt Isabel have been strenuously endeavoring to secure the 
construction of permanent navigational lights on or near the seaward end of both 
of the jetties of Brazos Santiago Pass. Such lights are deemed. absolutely neces- 
sary to insure the safe passage of vessels through said pass, and to safeguard the 
crews on same. 

In the latter part of 1950 and in the early part of 1951 there were a series of 
fatal accidents at said pass which resulted in the loss of several boats and the 
death of eight men, including the sinking of the shrimp trawler Nell and G in 
November 1950, with the loss of her entire crew of three, and the sinking of the 
shrimp trawler Emperito in the early part of January 1951, also with the loss of 
her entire crew of three. 

Disasters continued to occur at and near said pass. On March 31, 1954, the 
banana boat Palmetto struck the south jetty and sank in the south part of the 
entrance channel and remained there for several years as a hazard to navigation, 
despite constant efforts to get same removed. About December 7, 1954, the 
shrimp trawler Theresa Marie struck the north jetty while endeavoring to enter 
the pass during the early morning hours, and was sunk, and Roberto Almanza cf 
Brownsville was drowned. About June 1955, the banana boat Mercurio went 
ashore on Padre Island. 

Continuous complaints about these conditions were made by the shrimp in- 
dustry. In 1955 a permanent beacon light was installed on the north jetty and 
was a great aid to navigation but efforts were continued to secure a similar light 
on the south jetty which was still felt to be badly needed. Unfortunately, the 
permanent light on the north jetty finally collapsed and was abandoned and it was 
reported that the jetties were of such construction that they could not support 
permanent lights of the type needed. 

The buoy lights which have been in use for the past few years have proven to be 
extremely unreliable. When in position, and under favorable conditions, such 
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buoy lights do fairly well, but when weather conditions are adverse, and when such 
buoy lights are needed the most, they are often badly off station, and then become 
absolute menaces to navigation instead of the aids they are designed to be. 
The bottom is so bad off the ends of the jetties that it has been found virtually 
impossible to anchor such buoy lights so that they will remain in place. 

ince 1955 a considerable number of other boats have been wrecked in and 
around Brazos Santiago Pass, and it is felt that in a number of cases such wrecks 
were due to the poor lighting facilities seaward from the jetties. 

We in the shrimp industry do not intend to be critical about the Coast Guard 
in this matter. On the contrary, we feel the Coast Guard has done everything 
it can to help the situation. ‘he Coast Guard knows permanent lights, well 
elevated, off the seaward ends of both jetties, are vitally needed, but they are, of 
course, dependent upon Congress making the necessary appropriations. 

It is sincerely hoped that very careful and favorable consideration will be given 
to such appropriation for said vitally needed lights. 

W. L. Harper. 


Subscribed and sworn to by said W. L. Hardee before me, the undersigned 
authority, on the 3d day of February 1960, to certify which witness my hand and 
seal of office. 

[sEaL] Benita LoncarRlia, 

Notary Public, Cameron County, Tex. 


LowER Rio GRANDE VALLEY CHAMBER OF COMMERCE 
INDUSTRIAL COMMITTEE 
Headquarters, Weslaco, Tex. 
RESOLUTION 


Whereas Brazos Santiago Pass, lying between Padre Island to the north and 
Brazos Island to the south, forms the entrance to Port Isabel and Port Browns- 
ville, two busy ports at the extreme southern tip of Texas on which are based the 
largest shrimp fleet in the Nation, and which many deep sea vessels use; and 

hereas during the frequent wintertime periods when there are strong north 
winds, Brazos Santiago Pass is one of the most dangerous along the entire gulf 
coast, being an east-west inlet and subject to strong cross currents from Laguna 
Madre, the shallow bay formed by Padre Island and Brazos Island; and 

Whereas the jetties protecting the Brazos Santiago entrance are not strong 
enough to support lights during these strong north winds, and the original lights 
have disappeared; and buoys disappear because the mud bottom does not provide 
sufficient purchase for anchors; and 

Whereas the solution to the problem is to put navigational lights on concrete 
structures off the ends of the jetties, and the U.S. Coast Guard has recognized this 
situation; and 

Whereas President Eisenhower has included a $130,000 appropriation in his 
budget for such lights on concrete structures: Now, therefore, be it 

Resolved, That the Industrial Committee of the Lower Rio Grande Valley 
Chamber of Commerce respectfully urges the Congress to appropriate $130,000 
for these very necessary navigational aids, in order to save life and property, and 
in order to make navigation easier into the highly important ports of Port Isabel 
and Port Brownsville, Tex. 

H. W. Kassuine, Chairman. 


Port IsaABEL CHAMBER OF COMMERCE, 
Port Isabel, Tex., February 3, 1960. 
To Whom It May Concern: 

We, the Port Isabel Chamber of Commerce, urge you to keep in the budget the 
recommendation for entrance lights to Brazos Santiago Pass for safety to lives and 
property. In the past there has been several lives lost and boats and ships run 
aground or sunk because the buoy is moved out of position with the wind shift. 

If safety lights were installed to guide the boats in, such loss of lives and prop- 
erty could be avoided. 

Very sincerely, 
DeanE D. FietcueEr, President. 
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TRIBUTE TO REPRESENTATIVE GORDON CANFIELD 


Mr. Gary. Gentlemen, that concludes our hearings of the Treasury- 
Post Office Departments and the U.S. Tax Court for the fiscal year 
1961. 

I cannot conclude these hearings, however, without a note of regret 
and sadness over the recent announcement of our distinguished col- 
league, the Honorable Gordon Canfield, that he will retire from the 
Congress at the conclusion of this session. 

Mr. Canfield took up his duties in Washington in January 1923 as 
the secretary to the late George N. Seger. He succeeded Mr. Seger 
as a Member of the Congress on January 3, 1941. He has a long and 
distinguished record as a Member of this body. In fact, I do not 
know of a Member of Congress who is more dedicated to his task than 
is Mr. Canfield. As a matter of fact, I have a feeling that this very 
dedication to duty is probably responsible for the undermining of his 
health, which has not been too good in the last few years and which, 
no doubt, has caused his decision to retire. 

Mr. Canfield has been an invaluable member of this subcommittee 
for many years. He was elected to the Appropriations Committee 
on September 17, 1945, in the 1st session of the 79th Congress. He 
was assigned to the Subcommittee on Treasury and Post Office at 
that time. He became chairman of the subcommittee in the 80th 
Congress, and since the 80th Congress he and I have alternated as 
chairman of the committee as the political complexion of the Congress 
changed from time to time. 

I can personally testify as to the very excellent service that he has 
rendered as a member of this committee, and I can say that his 
departure will not only be a loss to the committee but a loss to the 
Congress and to the Nation.. 

I daresay that no one in the Congress will miss Gordon more than I, 
because it has been our pleasure to work together for a number of 
years. We have had disagreements during that time, but we have 
always been able to disagree agreeably, and therefore we have remained 
the very best of friends. When I ao served as chairman of this 
committee, Mr. Canfield has given me the utmost cooperation and 
support. I have tried to reciprocate, and together we have carried 
on the work of this committee without any friction, without any 
partisan politics. 

It was with very great sorrow that I noticed the announcement of 
his retirement. I certainly think he is entitled to a rest after his 
many years of service, and I wish him Godspeed in any of his under- 
takings after his departure from the Congress. I am certain that the 
members of this committee share my feelings in this respect. 

Mr. Srzep. Mr. Chairman, I would like to say that I, too, feel a 
very keen personal loss in the announced intention of our colleague to 
retire, but I think we regret even more to see him retire because we 
know the loss that the Nation as a whole will suffer, 

It has been my experience that Gordon Canfield has been one of the 
most earnest and energetic Members of this Congress and that his 
work on this subcommittee, in particular, has caused him to become 
so very familiar with the farflung activities of these agencies and the 
people that administer them that such a heckgrownd of knowledge and 
experience will be a real loss indeed to the future work of the com- 
mittee and the Congress in these departments of Government. 





632 


I know that during the time Mr. Canfield had served on this com- 
mittee, he had had a major part in bringing about some of the most 
far-reaching reforms in Post Office activities in the history of the 
country. I know he took great pride in the success the Post Office 
and Treasury Departments have had in improving their service to 
the American people. I have always been deeply impressed with 
the spirit of cooperation and nonpartisanship with which he ap- 
proached every problem that has come up. I do not think any man 
can work with him without being greatly impressed with the cordial 
friendly way he approaches everybody and deals with his colleagues. 

Like you, Mr. Chairman, I know he has earned the right to retire, 
but because of the great service the country has had from him, we 
regret to see such a distinguished career end. 

Mr. Piuuion. I do not want to allow this opportunity to pass 
without commenting upon the long and distinguished service of our 
colleague, Gordon Canfield, as a member of the House Appropriations 
Committee. 

With his retirement from Congress this year, we will lose the 
services and counsel of one of the most capable and resourceful 
members whom I have had the pleasure of knowing and working with. 

Over the years, he has devoted particular attention to the work of 
the Bureau of Customs, the Bureau of Narcotics, the Coast Guard, 
and the other far-reaching activities of the Treasury Department. 

Gordon Canfield is a dedicated public official with a deep sense of 
responsibility to his constituency and to the people of this Nation. 

Mr. ALeExANDER. Mr. Chairman, I would like to associate myself 
with the remarks of my distinguished colleagues on this subeommittee 
and to express my deep regret and feeling of loss at the announced 
intention of my distinguished colleague, Gordon Canfield, to retire 
at the end of this session. I have learned to know and to love Gordon 
Canfield perhaps as well as I have any of my colleagues, particularly 
on the Republican side. He has always been most helpful and non- 
partisan in his approach to every problem, and has given to me good 
advice on numerous occasions in regard to problems which we were 
facing in the Departments which this committee has the responsi- 
bility of handling. I also have been greatly impressed with his con- 
genialty and friendliness in working out difficult problems and solu- 
tions to them. ’ 

I have marveled at the great cooperation between the leader of our 
subcommittee, our distinguished chairman, and the leader of the 
Republicans on the subcommittee, Mr. Canfield. Their helpfulness 
and cooperation have made my service on this subcommittee most 
pleasant, and I shall certainly feel a personal loss in Mr. Canfield’s 
departure. 

I also regret his leaving because of the outstanding work and the 
many suggestions and the great effort he has made to improve the 
Post Office Department, the Treasury, Customs, and the Coast Guard. 
I certainly wish him well in his endeavors from here on, and feel that 
I will be a better man for having known him. 

Mr. Contr. Mr. Chairman and colleagues. The decision to re- 
tire by our distinguished colleague, Gordon Canfield, prompts me to 
express my feelings and, I am sure, those of my associates on this 
committee. Thus, by his decision, a career of 37 years on the Hill, 
20 of which were devoted to legislation, comes to a close. To the 
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work of this committee he brought the high standards of serious 
application and meticulous regard for detail. 

During his term as chairman of this committee he displayed un- 
usual tact and diplomacy. In the Ist session of the 83d Congress 
the Treasury-Post Office bill sent from this committee was passed 
without a single change in the House and, what is more unique, was 
accepted in the same manner by the Senate: a rare moment in the 
history of legislation. 

Certainly, his example of serving between sessions in World War II, 
aboard a tanker as an ordinary seaman to encourage interest in the 
merchant marine effort, was an inspiration and contribution to the 
war effort. As a Congressman he was never satisfied to accept the 
written reports alone. To be completely informed he wanted to see 
for himself and, as a result, traveled to areas all over the world. 
Buchenwald, Hiroshima, the Korean war front, and many others, 
came under his personal scrutiny. The establishment of a Coast 
Guard Reserve is due to his indefatigable efforts. 

There is much indeed, to thank him for, and I as a newcomer to the 
Congress feel privileged in having had the benefits of his vast knowl- 
edge and long experience and to have learned from his example and 
wisdom. ‘To the new phase of his life he is bringing all the charac- 
teristics which have made his career in the Congress such an 
outstanding success. While I, personally, regret that he shall no 
longer participate in the deliberations of this body, I know that his 
exemplary guidance shall ever remain with us. 

I wish him a long life of good health and happiness: The sincerest of 
good wishes on the new life which he has chosen. 


Mr. Steep. Mr. Chairman, I do not know whether it is in order or 
not, but I would like to suggest that the subcommittee unanimously 
express its wishes that our very esteemed colleague have many years 
of happy and fruitful life after he leaves these Halls. 

Mr Gane. All in favor signify by saying “aye.” The vote is 
unanimous. 

Thank you, gentlemen. That concludes the hearings. 
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